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Planning an Accounting System 
By A. A. FITZGERALD 


III—Co.L.LecTING AND TABULATING ACCOUNTING DATA 


Previous articles in this series have dealt with the approach to the 
problem of planning an effective system and with the general prin- 
ciples of ledger account classification. Emphasis has been laid on 
the need for planning with a definite objective in mind, namely, 
the provision of all such information as is likely to be of value in 
the management of a business at the opportune times and in the 
form in which it is most likely to be used and least likely to be 
misinterpreted. 

It now remains to consider the routine processes through which 
accounting data must pass before it can be assembled into the final 
statements or reports presented to the management. This order of 
treatment has not been fortuitous. Considerations of the content 
and form of accounting reports have been placed in the forefront 
of the discussion, because they should exercise a dominant influence 
over the whole accounting procedure, which, let it be said again, 
should be designed to furnish the information needed for the 
reports. The technique of modern accountancy is capable of such 
a high pitch of development, and the range of accounting equipment 
is so comprehensive, that one need never fear that it will be found 
impossible to collect and tabulate any reasonable volume of 
accounting data at a reasonable cost. But there is more than a 
small element of risk that, if a routine system is designed without 
proper regard to the ultimate objectives of the whole system, it will 
be found wanting when the final statements are being prepared. 

This does not amount to a claim that the planning of the form 
of the final statements is of greater importance than the planning of 
the organization of the process of collecting, sorting and tabulating 
the detailed information. On the contrary, final summary and 
detail are inseparable and inter-dependent. The final statements 
will be reliable only to the extent to which the organization of the 
process of collection and tabulation has been effectively planned, 
with proper regard for the checks and balances, step by step, by 
which both arithmetical accuracy and preciseness and consistency 
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of classification may be proved. Grave and misleading errors, 
involving serious misreading of the facts, may commence with 
initial mistakes in classification, permeating the whole system, and 
vitiating the whole purpose of the accounting procedure. More- 
over, losses in external dealings with creditors or customers may be 
incurred, and lie for ever undetected through faulty planning of the 
procedure for preparing and checking records which are to be used 
as the authority for book entries. It is significant that the risk of 
such errors is most marked in those very records which normally 


do not come within the purview of the external auditor—in the 


calculations and additions of sales invoices, for example. 
Such records are usually passed as correct, once and for 
all, soon after their preparation, unless the customer or credi- 
tor is the sufferer, or is more than ordinarily careful and conscien- 
tious in the checking of his own accounting raw material. One 
possibility of subsequent discovery of the error does exist: the 
intelligent analysis of the final accounts may disclose, though not 
locate, the existence of an error or errors of serious magnitude, 
but the tracking down of the origin of the errors to their original 
source may present a task of great difficulty, involving almost end- 
less search through innumerable avenues. Better to close up the 
avenues for error in the first place than to leave them open on the 
chance that later laborious and painful re-checking may bring to 
light, perhaps too late for effective remedy, the errors that have 
occurred. Accounting has at least this much in common with medi- 
cine, that “prevention is better than cure,” and is far more likely to 
be practicable. 

It may be useful at this stage to consider the nature of the whole 
accounting process. From certain “evidence or memoranda 
records” (as they are called by McKinsey), prepared in the ordi- 
nary course of business, entries are made in journals, the purpose 
of which is to sort the records as a preliminary to their final classi- 
fication in ledgers. From the ledger accounts (and, sometimes, 
from analysis of the entries in the journals) statements are pre- 
pared, analysed and interpreted, and the conclusions are presented 
to the interested parties in the form of reports. 

At one time, the whole procedure was rigidly governed by con- 
vention. The forms of the evidence records, the journals, and the 
ledger, and even the phraseology of the explanatory journal entry 
narrations, were strictly standardised, and bookkeeping was studied 
and practised as an empiric art. Circumscribed by convention, and 
enthralled by routine and detail, the accountant had little inclina- 
tion, and less time, to devote his attention to the creative aspects 
of accountancy—the planning of economies in routine and the study 
of interpretative method. Now we—or rather those of our pre- 
decessors who dared to think about the philosophy of accounting, 
and, more important still, those engineers who invented and per- 
fected mechanical aids to accounting—have changed all that. 





Relieved, partly by his own successful efforts to rationalise routine 
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procedure, and partly by mechanical genius, from the deadening 
effect of laborious and stereotyped recording, the accountant is 
now finding the time and is feeling the urge to perfect his control 
of bookkeeping systems and to commence the development of his 
analytical powers. No longer does the far-seeing accountant fear, 
like the Luddite of old, the growth of mechanisation as a displace- 
ment of human labour. He welcomes it rather as a means of freeing 
him for more interesting and more useful service to management 
and of increasing the range of statistical and accounting data 
which it is possible to collect, tabulate and analyse. 

At some stage in the development of any accounting system diff- 
cult decisions must be made as to when, how and to what extent 
mechanisation should be adopted. An indispensable part of the 
equipment of every accountant should, therefore, be a working 
knowledge of the types of machines available, the general prin- 
ciples upon which they work, and the kinds of records to which 
they are adapted. With this knowledge, having decided to mecha- 
nise, and having an outline of his plans in mind, the accountant will 
be well advised to seek the co-operation of a machinery salesman 
in filling in the details of the plan. The types of machines now 
available are so diverse, and their adaptability to specific require- 
ments is so remarkable, that only a specialist can hope to gain a 
thorough knowledge of the detailed application of machine account- 
ing. And it must be said that the machine salesmen are specialists 
who know their job through study and wide experience, wider 
experience, in fact, than the average accountant can obtain. The 
trouble is that the accountant who wants assistance in planning 
detailed machine operation is often faced with an embarrassment 
of riches, in the shape of innumerable specialists, each enthusiastic 
for the merits of his own particular machine. Hence the necessity 
for a knowledge of general principles, if only that the accountant 
may be able to demonstrate the “superiority of mind over patter.” 

So I would say to the accountant who is setting out to plan a 
routine accounting organisation, first study the nature of the 
organisation which you are attempting to set up, get a precise idea 
of the inter-relationship of its several parts, and carefully distinguish 
between those operations which can be reduced to routine or 
automatism and those which call for special knowledge either of 
accounting technique or of specific business conditions or practices. 
Then decide upon the extent to which mechanisation is desirable, 
make a tentative selection of the type of machines you propose to 
use, and call in a salesman of that type of machine for consultation 
on details. 

There is no better way of clarifying one’s ideas on the nature 
of an accounting organisation than by preparing a diagram of the 
organisation, tracing the records from the first evidence or memo- 
randa records through the processes of sorting and tabulation to 
their final resting-place in the ledgers or other statistical sum- 
maries. Incidentally, no one does this kind of thing better than 
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the machinery houses. I have one such diagram by me as I write, 
and it excites my envy and my admiration. I could never hope to 
produce one half as neat, concise, and yet illuminating as this one. 
Yet any accountant can make a rough diagram which will serve 
the very useful purpose of concentrating attention upon principles 
of organisation. And principles, on the authority of Harrington 
Emerson, “count far more potently than men and materials, money, 
machines and methods.” 

It is well, also, to make up one’s mind why mechanisation is desir- 
able. It may be desired for various reasons. 

For example, mechanical aids may be sought for the following 
reasons : 


(a) To handle more expeditiously a large volume of detail of 
a homogeneous character ; 

(b) to provide more legible records and statements ; 

(c) to avoid “peak-period” work and “bottle-necks” in the 
accounting routine ; 

(d) to separate routine work from operations requiring special 
knowledge or skill, and so to facilitate specialisation ; 

(e) to provide greater accuracy in the records, and to permit 
of more complete checking; 

(f) to lessen fatigue and strain on the accounting staff, with its 
consequent damaging effect on efficiency ; 

(g) to extend the possible range of accounting and statistical 
data. 


Of these, the last reason is probably the best. The saving of time 
is often, in itself, a by no means negligible benefit from mechanisa- 
tion, but far more important is the opportunity that it provides 
for the accountant to do more and better work of an analytical 
kind. Many machine installations have failed, or have appeared to 
fail, because there was no clear realisation from the outset of the 
precise benefits sought. 

Furthermore, the reason for mechanisation has a direct bearing 
on the type of mechanisation. Sometimes it happens that, through 
an unsuitable installation, peak-period work and bottle-necks are 
increased, rather than reduced, and the economies and other advan- 
tages of the machine work are dissipated through the time wasted 
and friction caused by delays in other sections of the organisa- 
tion. Again, it may be easily demonstrable that a machine can do 
work in a fraction of the time involved in manual operations, yet 
the introduction of the machine may not permit of the release of 
any of the staff, for the reason that routine work is diffused 
throughout the whole organisation, and cannot easily be separated 
from the more skilled operations. 

As to the types of accounting and other machines now available, 
and the principles upon which they work, the information is, for- 
tunately, easily obtainable. Personal inspection at the premises 
of the machine houses is one way of becoming acquainted with 
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machine systems, and it is probably the best way. But the average 
accountant finds this a lengthy procedure, which can only be 
attended to during business hours, and thus he tends to postpone 
it from day to day and from week to week. Another, and perhaps 
the more practicable, method is to read such a book as Accounting 
by Machine Methods, by Schnackel and Lang, or Modern Office 
Appliances, by Vincent E. Jackson. 

In almost every accounting organisation in which any consider- 
able volume of transactions is recorded, some degree of mechanisa- 
tion can be employed, but it does not follow that time-saving and 
better recording depend entirely upon mechanisation. The work- 
ing principles of machine accounting have been based on a close 
study of the elements of recording and tabulating, and in some 
instances the machine is doing the work in precisely the same way 
as in some efficient hand-written systems, though more easily 
and expeditiously. Carbon copies, for example, may be used in 
either machine accounting or hand-written records. And in those 
instances in which the exigencies of machine work necessitated 
the development of new journal or ledger forms, the newly-de- 
veloped forms have quite often been successfully adapted to hand- 
written records. Moreover, even in the most highly developed 
machine-accounting systems, some hand-written records are ines- 
capable. The originating record, at least, is usually some hand- 
written record. So it is desirable that careful attention be given, 
in the planning of the system, to the form of hand-written records, 
to the elimination of risk of error in transcribing those records to 
the next stage in the procedure, to the legibility of the record, and 
to the ways in which errors of calculation or classification are to be 
guarded against. 

It is a matter of extreme difficulty to discuss the principles of 
organisation of accounting routine except in general terms, but an 
endeavour will be made, in closing this series of articles, to formu- 
late some definite principles of universal application. 


1, In all hand-written records, including those prepared as pre- 
liminary steps in mechanised systems, care should be taken 
to observe the following precautions: 

(a) The forms used should be sufficiently comprehensive to 
provide all the detail required for subsequent record and 
analysis. 

(b) The forms should be as simple as possible, and their 
purpose should be easily understandable. 

(c) Factory workers, carters and storemen should not be 
required, in preparing the forms, to do any clerical 
work such as calculations, which are unnecessary or 
avoidable at this stage. 

(d) The information contained in the forms should be sub- 
jected to careful scrutiny and check before any further 

use is made of it. 
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2. Wherever possible, the risk of error in transcription of 
records from one stage to another in the accounting process 
should be lessened by the simultaneous preparation (by 
machine or by hand) of originating entries and copies thereof 
required for the information of outsiders or for classification 
(preliminary or final) in the accounts. 

3. To facilitate correct analysis, a symbol system should be used 
to identify ledger accounts and sub-accounts, and a detailed 
set of instructions should be provided for the guidance of 
dissection and ledger clerks in the classification of all items 
in which doubt as to the correct classification is possible. 

4. By careful study of the detailed accounting processes, an 
attempt should be made to segregate all routine work which 
may safely be performed by machine operators or by per- 
sons not highly skilled in accounting technique. 

5. The whole of the work should be so planned as to permit of a 
smooth and uninterrupted routing of the record through the 
various stages in the accounting procedure. 

6. Due consideration should be given to the possibilities of 
production of supplementary statistical material not provided 
for in the account classification, as a by-product of the pro- 
cesses of analysis in journals or ledgers. 
Wherever possible, the volume of journal entries and ledger- 
posting should be reduced by physical sorting of the evidence 
records as a preliminary to their entry in the books of 
account. Careful consideration, with this end in view, should 
be given to the forms of the evidence records and to the 
minimum number of copies of each which should be simul- 
taneously prepared. 


N 


The criteria of an efficient accounting system being the reli- 
ability, comprehensiveness and promptness of the statements and 
reports which are the ultimate objectives of the whole system, 
close attention should be given to these criteria at all stages. Re- 
liability should be insured at all points by a thorough system of 
internal check, commencing as stated in principle No. 1, with the 
originating evidence of memoranda records. Comprehensiveness 
should be sought through a scientific classification of ledger ac- 
counts and provisions for the automatic tabulation of supple- 
mentary statistical analyses. Promptness should be regarded as 
dependent upon the record of every transaction (whether of pur- 
chase, sale or manufacturing processes) as soon as possible after 
the transaction has occurred, and upon the smooth flow of work 
throughout the accounting organisation. 

Finally, every efficient accounting system should account ade- 
quately for all kinds of assets, the same close attention being 
given, for example, to stocks and stores as to cash, and for all 
kinds of business transactions, including those of internal opera- 
tion. So that this may be done, the whole accounting procedure 
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should be regarded as a unity, all parts of the system being bound 
together by a system of control accounts, and, where necessary, 
by the pyramiding of controls. In this way, the final financial 
accounts, statements and reports become final summaries of the 
detail provided in cost and stock records, sales analysis, and all 
supplementary statistical schedules. : 


Articles in Overseas Journals 
The Accountant 

April 30, 1938: Improvements in Financial Accounts, the first 
of three lectures at Harvard University, by G. O. May (the 
second and third appear in the issues of May 14 and 21 
respectively ) : Leading article commenting on Mr. May’s first 
lecture: Government Borrowing, by Prof. J. H. Jones: Man- 
agement Cost Committees—I, by W. Y. Dunnigan: Ethics 
of Accountancy, a lecture by Sir Harold Beelman: Com- 
pany’s Right to Redeem Mortgage, the case of Knights- 
bridge Estates Ltd. v. Byrne and others. 

May 7, 1938: Leading Article on Armament Profits. 

May 14, 1938: Editorial Comments on Mr. May’s second lec- 
ture on Improvements in Financial Accounts: Management 
Cost Committees—II, by W. Y. Dunnigan: Life Assurance, 
Suicide and Public Policy, the decision of the House of Lords 
in Beresford v. Royal Insurance Company. 

May 21, 1938: Editorial comments on Mr. May’s third lecture: 
Office Organisation, by C. Ralph Curtis, a description of a 
novel card index system. 

May 28, 1938: Leading article on Auditors and Mechanisation : 
Some Economic Aspects of Rearmament, by Prof. J. H. 
Jones: Calculating the Rate of Interest Payable on Loans 
in Certain Currencies, by H. C. F. Holgate. 


The Journal of Accountancy 
June, 1938: Accounting Problems under the Robinson-Patman 
Act (which deals with injurious discriminations in price), 
by Robert E. Freer: Civil Liabilities of Accountants Under 
the Securities Act, by Wiley Daniel Rich. 


The Canadian Chartered Accountant 
May, 1938: Currency and Credit in Canada, by the Hon. Charles 
A. Dunning: Problems of Britain’s Gold, by F. Bradshaw 
Makin: High Standard in the Appearance, Content and 
Grammatical Construction of Accountants’ Reports, by 
Robert D. Gracey. 
June, 1938: Accounts of a Mortgage Loan Company, by Irvin 
T. Hunt. 
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The Incorporated Accountants’ Journal 


May, 1938: Consideration Other Than in Cash: Developments 
in Accountancy Training and Practice, a lecture by Wm. 
Strachan: Accountancy in the Distributive Motor Trade, a 
lecture by Chas. E. Rollinson. 

June, 1938: Is a Mortgage a Debenture? (comments on the 
case of Knightsbridge Estates Trust Ltd. v. Byrne and 
others): Partnership Dissolution Accounts, a lecture by 
K. V. Stephens. 


The Accountants’ Journal, New Zealand 
Costing Methods in the Clothing Industry, by Robert Kay: 
Farm Accountancy: Rights and Duties of Receivers and 
Liquidators, by D. A. Wilson. 


The Secretary 
May, 1938: Some Aspects of a Transport System of an Indus- 
trial Organisation, a lecture by W. H. Gaunt: Bankers and 
Industry, an address by Ernest Cornwall. 





Publications Received 


Practical Auditing: Ronald A. Irish (The Law Book Co. of Aus- 
tralasia Pty. Ltd.). Second Edition: Sydney, 1938. Pp. 
xiv + 228. Price, 10/-. 


This second edition of Mr. Irish’s excellent work incorporates 
the practical changes necessitated by recent company legislation 
in Australia. An appendix sets out the provisions of the various 
State Acts, particularly affecting auditors, and a new chapter on 
the Ethics of the Accountancy Profession has been added. 

The main method of treatment, through a discussion of general 
principles, a standard audit programme, and specimen audit pro- 
grammes for several diverse types of industry, has been retained, 
as have the interesting and useful chapters on Investigations, 
Balance Sheet Analysis, the Audit of Mechanised Accounting, and 
Report Writing. 


Readers Questions and Replies 


Stamp Duty on ACKNOWLEDGMENTS OF MoNeEys RECEIVED 
Question: 

“Licentiate” (Sydney) has submitted the following questions :— 
1. Does the mention in a letter of an amount received render 
such letter liable to a duty stamp on the ground that it constitutes 
a receipt ? 
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2. On the other hand, if the letter states for example “we ack- 
nowledge your remittance for £10, and enclose our official receipt 
for this amount,” would this alter the position? 
3. If an official receipt is issued, would the mention in a letter 
of the receipt of an amount without mentioning the despatch of 
the official receipt, constitute a duplicate receipt? 


Answer: 


According to the New South Wales Stamp Duties authorities: 

1. A letter acknowledging the receipt of money is liable to a 
duty stamp if no other stamped receipt has been issued. 

2. If an official (duty stamped) receipt has been issued, a 
covering letter of acknowledgment is not liable to an additional 
duty stamp. 

3. A letter of acknowledgment does not constitute a receipt 
if it can be shown that a stamped receipt has been issued for the 
sum which the letter acknowledges. 

The relevant sections of the Stamp Duties Act are :— 


Section 90. 

Receipt means “any note memorandum or writing whereby any 
money amounting to two pounds or upwards or any Bill of Ex- 
change or Promissory Note for two pounds or upwards is acknow- 
ledged or expressed to have been received or deposited or paid, 
or whereby any debt or demand or any part of a debt or demand 
of the amount of two pounds or upwards is acknowledged to have 
been settled, satisfied or discharged or which signifies or imports 
any such acknowledgment and whether the same is, or is not, 
signed with the name of any person.” 


Section 92. Sub-section (2). 
“renders liable to a fine of not less than £1 nor more than £5, 
any person who: 
(a) gives any receipt liable to duty, without the same being 
duty stamped; or 
(b) In any case when a receipt would be liable to duty, 
refuses, or without reasonable excuse, omits to give or 
tender, a receipt duty stamped, or on payment to the 
amount of two pounds or upwards, gives separate re- 
ceipts for sums not amounting to two pounds. 
Summarised, the law in so far as New South Wales is con- 
cerned, requires one 2d. duty stamp for each payment of £2 
or upwards, but not more than one 2d. duty stamp is required 
for any one receipt or acknowledgment. 
In the case of an unstamped receipt marked “duplicate,” the 
Commissioner does not press for a penalty if it can be shown 
that an original duty stamped receipt was issued, 
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Although a letter of acknowledgment does not necessarily con- 
stitute a receipt, even if no mention is made of the official receipt, 
it is preferable to refer, in the covering letter, to the official re- 
ceipt, e.g. :— 

“We received your letter of July 1, enclosing £10, for which 
we thank you, and we have pleasure in enclosing herewith our 
official receipt No. 12,345 in acknowledgment.” 

Victorian readers should note that, though the view of the Vic- 
torian Comptroller of Stamps is essentially the same as that of 
the New South Wales authorities, he places, somewhat greater 
emphasis on the necessity for satisfying the Department that a 
duly stamped receipt has been issued. The text of the Comp- 
troller’s reply to our inquiry is as follows :— 

“I have to advise that under the provisions of Section 52 of the 
Stamps Act 1928 a letter which acknowledges the receipt of money 
is as much a receipt as a more formal document. 

It is not the practice, however, to impose a penalty in respect 
to an unstamped covering letter when the Department is satisfied 
that a duly stamped receipt issued with the letter. 

In any case where no duly stamped receipt can be produced and 
an unstamped covering letter is filed by the person discharging 
the debt as his only receipt for the payment, action is taken by 
the Department against the writer of the letter.” 





THE BaLaNnce SHEET EQUATION 


A Sydney reader (whose laudatory references to the quality of 
recent issues of this Journal we greatly appreciate) inquires 
whether the “balance sheet equation” approach to the study of 
accountancy is adopted in any Australian text-book. The ques- 
tion is prompted by a reference made to the balance sheet equation 
in the article on Planning an Accounting System, in the April 
issue. 

We do not know of any Australian or English text-book in 
which this approach is used. It is the universal method of the 
teaching of elementary accounting theory in U.S.A., and, in our 
opinion, has a great deal to commend it as a method of exposition 
of the fundamental principles of double entry bookkeeping, 
account classification, and analysis of accounts. The thesis by 
Mr. L. Goldberg, which was awarded the prize in the Jubilee 
Thesis Competition of the Commonwealth Institute of Account- 
ants, consists largely of an elaboration of this method of approach 
to the study of Accountancy. As announced in the supplement to 
our June issue, the thesis will shortly be published by the Com- 
monwealth Institute. 
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Steps in Accounting 
By L. W. CHanrt, A.1.c.A. 


The March issue of the Journal of Accountancy reprinted an 
essay by Mr. H. C. Greer, which received honourable mention in 
the 50th Anniversary competition of the American Institute of 
Accountants. The title of the essay is “To What Extent Can 
the Practice of Accounting be Reduced to Rules and Standards?” 
and it is characterised by the far-reaching classification of func- 
tions of accounting which the author develops by the use of what 
he calls “steps in relation to each item which comes up for con- 
sideration” in the preparation of financial statements. 

The steps are: 

i. Recognition 
ii. Evaluation 
iii. Classification 
iv. Description 

It will be realised that each of these steps falls within the 
capacity of every person competent and entitled to call himself 
an accountant. An examination of the fundamental meaning of 
the words used will help the student of accounting problems to 
understand more clearly the place taken by the record of indi- 
vidual and collective transactions in the accounts and statements. 
In fact, without offence, it is hoped one may believe that all who 
have the development of the science at heart may benefit from 
such an examination. 

Roget’s “Thesaurus of English Words and Phrases’ 
enlightening and constructive references to these words. 

i. Recognition is classified under the category of Intellect, in 
the division Formation of Ideas, section Communication of Ideas, 
sub-section Natural Means of Communication by Indication. 

ii. Evaluation is not classified. In all probability the word 
is of recent origin. It is interpreted to mean the process of 
valuing. We might well expect it to appear then under the 
category of Intellect, in the division Formation of Ideas, section 
Results of Reasoning in Terms of Figures, Value, Price. 

iii. Classification appears under the category of abstract rela- 
tion, division or class 1, section Order or Arrangement. 

iv. Description appears under two categories: 

(a) As to kind, in the category of Abstract Relations, divi- 
sion or class 1, section Order or Arrangement (as for 
Classification ). 

(b) As to 
i. Name. 

ii. Narration in the category of Intellect, division Com- 
munication of Ideas. 
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So we appreciate more fully and effectively the application of 
these steps to correct accounting. 

From abstract relations in name and/or narration, the account- 
ant groups in orderly arrangement transactions which he has 
recognised and placed a value on consistent with the business to 
which they relate, and in conformity with practice, if not, in every 
instance, with principles. 

It is hoped that this attempt at the classification of the steps 
will be of some assistance in any worthwhile attempt to establish 
basic principles in the science of accounting. 





Members of Reputable Accountancy Bodies 
Do Not Advertise 


At this time of the year the voice of the advertising accountant 
and taxation agent is heard in the land, and his claims to be 
possessed of special qualifications are prominently displayed in 
the press and other means of advertising. 

It is therefore an opportune moment to remind the commercial 
community that the rules of all reputable accountancy bodies for- 
bid their members to advertise their accountancy practices or 
qualifications. There is good reason for such rules. Advertising 
professional services is repugnant to the spirit of any profession, 
and, if generally practised, could only result in a lowering of pro- 
fessional standards of conduct and practice. 

Those who have proper qualifications for the practice of 
accountancy in its various branches are almost without exception 
members of one or other of the reputable institutes, membership 
of which is an indication to the community that they are possessed 
of proper qualifications, and are prepared to submit to regulations 
designed to maintain the standards of the profession and to pro- 
tect both the practitioner and the public. The wisest course, 
therefore, for any business man who has accountancy work to 
be done is to entrust it only to a member of a recognised Institute 
of standing in the profession. 

Members of the Commonwealth Institute of Accountants, the 
Federal Institute of Accountants, and The Australasian Institute 
of Cost Accountants are well and truly qualified to do account- 
ancy and taxation work. The fact that they are members of one 
or other of these Institutes is evidence of their qualifications. They 
cannot, even if they desired to do so, impress their claims to 
recognition of their qualifications by advertising, circulars or tout- 
ing for business. This Journal appeals to the business community 
to do the fair thing by employing, in a professional capacity, only 
those who have shown their appreciation of professional ideals 
by belonging to professional bodies and by cheerfully accepting 
the standards prescribed by those bodies. 
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Company Law and Secretarial Practice Section 
Edited by J. S. McINNgEs, F.1.c.a. 


NotIcE oF Proposep SPECIAL RESOLUTION 


“Student,” Sydney, writes: 

“S. 97 of the New South Wales Companies Act of 1936 made 
a radical alteration in the method of passing a special resolution, 
and provides that not less than 21 days’ notice must be given of 
a meeting to pass such a resolution (except where all the members 
entitled to attend and vote at the meeting agree to a shorter notice 
being given). The second or confirmatory meeting has been 
abolished. 

“The articles of very many existing companies do not require 
21 days’ notice of a meeting—the usual notice is seven or four- 
teen days. 

“Am I right in assuming that the provisions of the Act over- 
ride all articles in such cases?” 

Yes. The provisions of S. 97 relating to the length of notice 
to be given of a meeting to pass a special resolution over-ride the 
provisions of the articles of association of any company incon- 
sistent therewith, even if working under Table A of the 1899 Act. 

In view of the great importance of the point we would mention 
that in Jn re Hector Whaling Ltd. (1936) I Ch. 208, it was 
decided that “not less than 21 days’” notice of the meeting means 
21 clear days exclusive of the day of service of the notice and 
exclusive of the day on which the meeting is to be held, and the 
articles of a company cannot alter this. (This point was dealt 
with fully in an article in the October, 1936, issue of this journal. 
pp. 224 et seq.) 

S. 97 relates to the passing of special resolutions only. In the 
case of a meeting, called to pass an extraordinary or any resolu- 
tion other than a special resolution, the length of notice remains 
as fixed by the articles of the company. 

The New South Wales Companies Act of 1936—like the 
English Act of 1929 and the other State statutes based on the 
latter Act—has affected the operation of the articles of association 
of practically every company in existence when the 1936 Act came 
into force, and the provision relating to the passing of special 
resolutions is one of the most important of the new provisions. 

The many changes effected in the articles of association by the 
new statute render it very advisable for companies to amend their 
articles to comply with the new requirements or to adopt a com- 
plete new set of articles based on the provisions of the 1936 Act. 
Provisions in articles inconsistent with the new Act are likely to 
be very misleading to directors and shareholders who are not 
acquainted with the provisions of the Act. 
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CoMPANY—WINDING-UP—REJECTION OF Proor—AppPrEAL, 

Liquidators (like trustees in bankruptcy) are allowed a wide 
latitude in re-opening proceedings which took place before the 
winding-up, and objecting to claims in the winding-up, in order 
that the rights of creditors may be fully protected. Even a judg- 
ment debt is not absolutely final if obtained before the liquidation, 
for it may be shown that the judgment was obtained by collusion, 
and the Court may enquire into the consideration for the debt. 
But as the following case shows, this rule conflicts with another 
important rule, viz., that a party to litigation must bring forward 
all his claims or defences when the matter is before the Court, 
for if he does not he will be estopped from bringing further pro- 
ceedings. Interest reipublicae ut sit finis litium, i.e., it is in the 
interest of the State that litigation should not be protracted. In 
this case the liquidator was a party to the proceedings in which 
the judgment had been obtained, and it was held that he could not 
subsequently re-open the proceedings merely because he had 
omitted to state all his objections. 

By an agreement dated August 29, 1932, between Aynek Syn- 
dicate Ltd., Royal Sovereign Pencil Co. Ltd., and other parties. 
it was agreed that the Royal Sovereign Pencil Co. Ltd. should 
apply for 6,200 shares in Aynek Syndicate Ltd., to be paid for 
in cash. In 1933 the agreement was declared by the Court to be 
void as being unreasonably in restraint of trade by reason of a 
provision in it that one of the parties to it was not in any way. 
directly or indirectly, to compete with Aynek Syndicate Ltd. 
Shortly after that decision Aynek Syndicate Ltd. went into volun- 
tary liquidation, and claims were made against it by certain parties 
to the agreement, including the Royal Sovereign Pencil Co. Ltd., 
who claimed, as the agreement was void, to be entitled to prove as 
creditors. The liquidator issued a summons in the winding-up 
asking that it might be determined whether the respective claims 
ought or ought not to be allowed. An order was made by 
Eve J. for an inquiry as to the amount of damages suffered by the 
Royal Sovereign Pencil Co. Ltd. by reason of the agreement being 
void, and it was ordered that that Company be permitted to prove 
in the liquidation for the amount found to be due. There was 
no appeal from that order. Subsequently, it was certified by the 
Registrar that the Royal Sovereign Pencil Co. Ltd. had suffered 
damages to the amount of £3,058. The Royal Sovereign Pencil 
Co. Ltd. thereupon put in its proof for that amount, but it was 
rejected by the liquidator on the ground that a shareholder in a 
company, while retaining his shares, cannot claim damages tor 
any loss in respect of his shares. 

Mr. Justice Bennett decided that the liquidator had improperly 
rejected the proof, as the certificate had become binding and the 
objection was too late. His Lordship said that the liquidator’s 





ground for the rejection of the proof might have been urged 
before Eve J., or before the Court of Appeal, or on a summons 
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to vary the certificate of the Registrar. But if the liquidator 
chose to allow the order of Eve J. and the Registrar’s certificate 
as to damages to stand unchallenged, it was too late for him to 
raise the objection on a proof in the liquidation against a creditor 
who became a creditor under the abovementioned order and cer- 
tificate. It was wholly unreasonable to attempt then to investi- 
gate matters which ought properly to have been investigated at 


} an earlier stage in proceedings to which the liquidator was him- 
} self a party. There must be an end of litigation sometime, in 


the interests of everybody. The liquidator was ordered to admit 
the proof for £3,058, and to pay ihe costs of the summons. 
In re Aynek Syndicate Ltd. (1936, 1 All E.R. 406.) 


© VoLuNTARY LIQUIDATION—DISTRESS FOR RENT NOT COMPLETED 


) at DATE OF LIQUIDATION—LIMITATION OF AMOUNT OF DISTRESS 


By S. 252 of the English Companies Act of 1929, in every 
voluntary winding up— 

(1) The liquidator or any contributor or creditor may apply 
to the Court to determine any question arising in the winding up 
of a company, or to exercise, as respects the enforcing of calls, 
or any other matter, all or any of the powers which the Court 
might exercise if the company were being wound up by the Court. 

(2) The Court, if satisfied that the determination of the ques- 


® tion or the required exercise of power will be just and beneficial, 
| may accede wholly or partially to the application on such terms 
} and conditions as it thinks fit, or may make such other order on 
» the application as it thinks just. 


(Staying proceedings against company, see Ss. 172, 173, 174, 
177 and 202; rectification of register, S. 203; ordering delivery 


| of property to liquidator, S. 204; ordering payment of moneys 
i due, S. 205; making and/or enforcing calls, S. 206; ordering 
) inspection of documents, S. 212; examination of officers, S. 214; 
) arresting absconding contributories. S. 218.) 


In re c. Winterbottom (Leeds) Ltd., (1937) 2 All E.R. 232. 
was a motion on the part of the liquidator of the company to 


| restrain T. Raine and D. W. Raine from proceeding with a dis- 


tress levied by them upon the goods of the company. : 
The company was incorporated in 1931 with a capital of 


| £7,000. A lease was granted to the company of certain premises 


at a rent of £280 per annum, payable quarterly. The landlords 


) were also directors of the company. Rent was paid up to and 


4 
<4 
i 

£ 


| including October, 1931. Since that date no rent had been paid, 


so that on the relevant date, March 2, 1937, when the company 
by extraordinary resolution went into liquidation, there was 
owing to the landlords 54 years’ rent, amounting to £1,470. The 
distress had been levied, “but not completed, when the winding-up 
commenced. 
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Under Ss. 172 and 252 of the English Companies Act, 1929, 
the Court may, if, it thinks fit, restrain a distress which has been 
put in before the date of the winding-up, but which has not been 
completed. 

It has long beeti settled that a landlord who has levied a distress 
before the commencement of a voluntary winding-up will be 
allowed to proceed to sale unless there is established the existence 
of special reasons or circumstances rendering it inequitable that 
he should be permitted to do so; as Cozens-Hardy, M.R., put it 
in Venner’s Electrical Cooking and Heating Appliances Lid. v, 
Thorpe, (1915) 2 Ch. 404, “Here the landlord is exercising his 
legal rights, and I think it is indisputable that no equitable ground 
has ever been made out for restraining the landlord from levying 
the distress, unless there have been some circumstances outside 
the levying, such as fraud, or unfair dealing, which would entitle 
the tenant to an injunction.” 


Distress for Two Years Allowed 


In the course of his judgment, Simonds J. said that in the 
present case it had been argued that there had been something of 
the nature of unfair dealing. The landlords had allowed the rent 
to get into arrear for a period of 5} years. During the whole of 
that time the company had been carrying on business at a loss, 
and had been incurring debts, and trade creditors had been allow- 
ing the company credit without knowing, and without the means 
of knowing, that there had been a debt accumulating to the land- 
lords in respect of which the landlords might put in a preferential 
claim. That was a position which could only arise where the 
landlords were also the directors, because it was inconceivable 
that any other landlords would have allowed the rent to remain 
so long in arrear. Trade creditors were allowing credit without 
knowledge of this, and it was a sort of commercial risk they could 
not envisage. They were dealing with a company which had not 
raised money by mortgage or charge, in which case they would 
have known. But they were dealing with a company, which, 
if the landlords’ claim was substantiated, had incurred a debt 
which would rank in front of theirs for a substantial sum, and 
of which debt they could not have known. There was very little 
authority to guide the Court as to what were special circum- 
stances which would justify the Court in saying that the distress 
should not be levied for the whole period for which the rent was 
due. Counsel for the liquidator said that if the Court enter- 
tained the opinion that some part of the arrears ought to be paid, 
the liquidator would fall in with that view. His Lordship thought 
it was open to him to take that course, and he would therefore 
limit the distress to a period of two years before the date of the 
winding-up. That estimate was based on the view that it was 
the amount in arrear which might conceivably have been allowed 
by the indulgence of landlords other than directors. His Lord- 
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ship granted an injunction restraining the landlords from proceed- 
ing further with the distress except as to the extent necessary to 
meet two years’ arrears of rent due at the date of the winding-up, 
plus the costs of the distress. 


THE Fipuciary PosITION OF A DIRECTOR 


A director stands in a fiduciary position towards the company, 
and if he makes any profit when he is acting for the company 
he must account for such profit to the company, unless there is 
provision in the articles of association to the contrary, or unless 
all the material facts are disclosed to the shareholders and by 
resolution a general meeting approves of his retaining his profit, 
or all the shareholders acquiesce. 

This important and well-settled principle of company law was 
the subject of consideration in Furs Ltd. v. Tomkies (1936, 54 
C.L.R. 583), the most important case on the subject yet decided 
by the High Court. 

Furs Limited carried on the businesses of tanning, dyeing, and 
dressing skins, for which it possessed secret or business pro- 
cesses, and of manufacturing furs, fur coats, and stoles. Tomkies 
was originally employed by the company as its business manager. 
He was sent at the expense of the company on a business visit to 
Europe and America, and acquired in the course of his travels 
considerable information as to tanning, dyeing and dressing skins, 
and particulars of various processes for use in those operations. 
Ultimately Tomkies became managing director of the company at 
a remuneration of £20 per week. He acquired in the course of 
his duties considerable personal skill and knowledge in the pro- 
cesses of tanning, dyeing and dressing of skins. 

In 1929, when this branch of the company’s business was seen 
to be unsuccessful, negotiations were opened with the representa- 
tives of a company carrying on a somewhat similar business in 
New Zealand for the sale of the tanning, dressing and dyeing 
portion of the company’s business and the equipment connected 
therewith. Tomkies took an active part in these negotiations. 


» As managing director of Furs Ltd. Tomkies wrote a letter to 
| the intending purchasers referring to the proposed sale and stating 


that the complete plant including certain machinery and chemicals 
“would be worth approximately £8,500, but the matter which 
would need most consideration would be the value of working 
formulae, and compensation for the amount of work we have 


| put into this end of the business in bringing it to perfection.” 


A fortnight later Tomkies wrote another letter to the intending 


: purchasers, emphasising the value and importance of the work- 
ing formulae, declining to give particulars of them at that stage, 


and stating that in addition to the £8,500 already mentioned Furs 
Ltd. “would want £5,500 for the formulae and the business as a 
going concern.” 

The representatives of the N.Z. company were not prepared to 


B 

















418 THE AUSTRALIAN ACCOUNTANT JULY 





pursue the negotiations unless assured that Tomkies would be 
available to any company that they formed to take over the busi- 
ness. Furs Ltd., through its chairman, intimated that it could not 
afford to retain Tomkies in its service if the tanning, dyeing and 
skin-dressing portion of its business were sold, and advised 
Tomkies to make the best deal he could with the company. The 
result was that Tomkies arranged to join the new company for 
three years at a salary of £20 per week and a further sum of 
£5,000 payable as to £1,000 in shares and £4,000 by promissory 
notes. Tomkies also agreed not to enter into competition against 
the new company for at least five years after the termination of 
his agreement. The effect of this agreement was that the for- 
mulae for which the company had asked £5,000 became practically 
valueless, and Tomkies admitted this in his evidence. 

Some few days subsequently to this arrangement, negotiations 
for the purchase of that part of the business of Furs Ltd. already 
mentioned were resumed, Tomkies taking an active part in these 
negotiations. The representatives of the N.Z. company intimated 
that the secret or business processes were of no practical value 
without Tomkies, whom it had to employ, and suggested a sum 
of £8,500 for that part of Furs Limited’s business already men- 
tioned, including the secret or business processes. This pro- 
position was discussed by the directors of Furs Ltd., who resolved 
that the plant, furniture, fittings and formulae be offered to the 
N.Z. company for £8,500, stock and certain rights to be taken 
over at cost. This offer was accepted. Tomkies was present at 
the meeting of directors of the company, but he did not then nor 
at any other time disclose the particulars of his service agreement 
to them or to the shareholders of the company. According to 
Latham C.J., Tomkies took pains to prevent the fact that he was 
receiving the £5,000 becoming known. In January, 1930, Tomkies 
gave a receipt for promissory notes for £4,000 “as purchase price 
for dressing and dyeing formulae.” In an agreement of March, 
1930, Tomkies was described as in possession of the formulae 
and purporting to sell the same, and in a letter in May, 1930, a 
representative of the N.Z. company acknowledged the receipt 
from Tomkies “of the dressing and dyeing formulae instructions 
and information . . . for the following consideration” :—“Cash” 
(? shares), “1,000,” “Four notes . . . £4,000.” 

Furs Ltd. claimed that the £5,000 payable in shares and promis- 
sory notes to Tomkies under his service agreement with the N.Z. 
company was for disclosing its secret or business processes, and 
therefore an illicit gain, acquired in the conduct of the business 
of Furs Ltd., and it required the £5,000 to be transferred to it. 
Tomkies denied that the £5,000 was for disclosing any secret 
or business process, and claimed that it was for teaching the 
workmen of the new company how to apply and work the pro- 
cesses acquired. In the Supreme Court of New South Wales 
Mr. Justice Nicholas accepted Tomkies’ version of the facts. 
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Appeal to the High Court 


The company appealed to the High Court, and that Court 
unanimously allowed the appeal. 

Latham, C.J., said that Tomkies was guilty of a breach of 
fiduciary obligation by which he had profited at the expense of 
the company. It was impossible to say that the loss to the com- 
pany was measured by the profit to Tomkies. Such an inquiry 
was a mere matter of conjecture. But the obligation to account 
for such a profit did not depend upon the possibility of showing 
that the person entitled to complain of the breach of duty had 
suffered pecuniary damage to an equivalent extent. Tomkies was 
bound to account for the shares and promissory notes because 
they were an undisclosed profit received by him in the course 
of a transaction in which he occupied a fiduciary relationship to 
the company and by reason of his breach of the obligation upon 
which the rules of equity insist in such a case. 

Rich, Dixon and Evatt, JJ. in a joint judgment (with which 
McTiernan J. agreed) said that the decision of the appeal was 
governed by the inflexible rule that, except under the authority 
of a provision in the articles of association, no director shall 
obtain for himself a profit by means of a transaction in which 
he is concerned on behalf of the company unless all the material 
facts are disclosed to the shareholders and by resolution a general 
meeting approves of his doing so, or all the shareholders acquiesce. 
An undisclosed profit which a director so derives from the execu- 
tion of his fiduciary duties belongs in equity to the company. It 
is no answer to the application of the rule that the profit was of 


| a kind which the company could not itself have obtained, or that 


no loss is caused to the company by the gain of the director. It 


Disa principle resting upon the impossibility of allowing the con- 


flict of duty and interest which is involved in the pursuit of private 
advantage in the course of dealing in a fiduciary capacity with the 
affairs of the company. If, when it is his duty to safeguard and 


) further the interests of the company, he uses the occasion as a 
| means of profit to himself, he raises an opposition between the 


duty he has undertaken and his own self interest, beyond which 


} itis neither wise nor practicable for the law to look for a criterion 
© of liability. Both justice and policy are against their investiga- 
H tion. After discussing the facts of the case, their Honours 


§ stated that the fact of paramount legal significance was that the 


= payment was obtained by Tomkies in course of a transaction 
= which he was carrying out on behalf of the company in execution 


of his office of managing director. It was only because it fell 
to his lot to negotiate the sale on behalf of his company that he 


=) was able to demand and obtain the sum. His fiduciary character 
= Was alike the occasion and the means of securing the profit to him- 


self. It was quite plain that, by doing so, he greatly diminished 
the price obtainable by Furs Ltd. 
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Starke J. stated that it had long been settled that persons in 
fiduciary positions are not permitted to acquire any personal bene- 
fit in the execution of their trusts or agencies. Thus agents may 
not acquire any personal benefits in the course of or by means of 
their agency without the knowledge and consent of their prin- 
cipals. Directors and officers of companies cannot retain any 
personal benefits acquired in the conduct of the companies’ busi- 
ness unless the particulars of such benefits are disclosed to and 
approved by the shareholders. They must account for and pay 
over every profit so acquired. In the opinion of His Honour, 
the evidence established, beyond any reasonable doubt, that 
Tomkies used his position as a director for his own personal gain, 
and obtained the £5,000 for procuring the sale of the company’s 
processes and business and for disclosing those processes to the 
N.Z. company. 





Preparation of Legal Documents 
By P. E. WILTSHIRE, A.I.C.A. 


Although it is essential, for obvious reasons, that an account- 
ant should possess a sound knowledge of commercial law, it is 
also essential that an accountant should refer all matters of a 
strictly legal character to a solicitor. 

There are occasions when the line of demarcation between the 
work of an accountant and that of a solicitor is not clearly defined, 
but generally speaking, there need be no overlapping; in fact, the 
relations between accountants and solicitors should be most har- 
monious. Nevertheless, there are instances in which the work 
of an accountant is usurped by a solicitor, e.g., the writing up of 
books, of accounts, and the preparation of income tax returns. 
On the other hand, instances are not unknown wherein an 
accountant has prepared a legal document, and a case of this 
nature, which is of particular interest to accountants, recently 
came before a police magistrate at Forbes, New South Wales. 
The case was reported in the Sydney Morning Herald on June 
23, as follows :— 

Cuarce AGAINST ACCOUNTANT 
Law Institute’s Action 
Preparation of Document 


Under the Legal Practitioners Act, as amended in 1893, the Incorporated 
Law Institute of New South Wales is charged with the duty of instituting 
prosecutions and other proceedings for breaches of the Act’s provisions. 
The first prosecution instituted under the Act in a country town took place 
at Forbes on Tuesday. 

The defendant was William T. Gilchrist, of Forbes, who carries on busi- 
ness there as a “practising accountant.” The charge against him, under 
Section 40c of the Act, was that he, not being a person qualified to act as 
a solicitor, prepared a contract—a Crown Land transfer—relating to pro- 
perty which was being sold and purchased, for, or in anticipation of, a fee 
or reward. 
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in Evidence was tendered that the writing in the body of the transfer form 
ne- was in defendant’s hand; that he had witnessed the signatures of vendor 
‘ay and purchaser, and that he had received £8 above the amount of the pur- 


chase money. 


at The defendant admitted having done the work, but denied having charged 
in- {8 for his services. He explained that portion of the £8 was for stamp 
iny duty and the balance for services in preparation of an income tax return 
1Si- for the purchaser and for advertising in the local newspapers. 
ind Cross-examination was directed to details of these charges, which, on 
defendant’s answers, did not account for the whole £8. He stated that he 
Jay @& had acted for the purchaser (Benjamin J. Kupkee) and his son in other 
ur, |) transactions over a period of years. He had on these occasions charged 
hat || for any legal work performed by him, but in respect of the matter before 
sin the Court he did not charge. In this he was corroborated by the purchaser. 
rs a Mr. Ryan, P.M., said he was satisfied that there had been an offence 
lyS under the section. He would not record a conviction because of Gilchrist’s 
the | previous good character, but would give him the benefit of Section 556a 
* of the Crimes Act, and bind him over to be of good behaviour for 12 
months. Defendant was ordered to pay £6/11/9 disbursements and fees 
= and £21 costs, the last-mentioned sum by payments of £7 on the last days 
> of July, August, and September. 
| The particular section under which the charge was laid in the 
§) abovementioned case, Section 40c of Part VI of the Legal Prac- 
§ titioners (Amendment) Act 1935 (N.S.W.), was quoted in the 
int- i May, 1937, issue of The Australian Accountant (Vol. 3, page 
t is — 226), and in view of the fact that proceedings have since been 
fa | taken under that section, we repeat the quotation, viz. :— 
= 40C (1) Any person not being a barrister, or a person qualified to act 
the mm 32 solicitor, who for or in expectation of any fee, gain, or reward, either 
® directly or indirectly draws, fills up, or prepares any will or other testa- 
red, )) mentary instrument, or any instrument creating or regulating rights be- 
the | tween parties, or relating to real or personal property, or any legal pro- 
xar- | ceeding, shall be guilty of an offence, and shall be liable on summary con- 
ont »} viction to a penalty not exceeding fifty pounds for each such offence. 
% 40C (2) This section shall not extend to— 
pof & (a) any public officer drawing or preparing instruments in the course 
rs. | of his duty; or 
an © (b) any person employed merely to engross any such instrument or 
this . proceeding; or 
a (c) any land agent, in respect of any instrument which he is entitled 
ntly re to draw, fill up, or prepare and charge for, under the Land Agents 
les. § Act 1927; or 
une @ (d) any conveyancer in respect of any instrument which he is 
E authorised to draw, fill up, or prepare, by law or by virtue of the 
certificate granted to him under Section 19 of this Act. 
In a letter from the Incorporated Law Institute of New South 
= Wales to the New South Wales Divisional Council of the Com- 
ated monwealth Institute of Accountants, attention was drawn to the 
iting | @forementioned section, and reference was made to the prepara- 
ions. tion of such documents as Memoranda and Articles of Associa- 
place 9 tion. 
busi: In such matters as Deeds of Partnership and Memoranda and 
nder | Articles of Association, the opinion is expressed that whilst the 
ct as preparation of such documents is essentially the work of a soli- 
ws titor, there are certain aspects upon which an accountant is especi- 
a 


ally qualified to advise, and therefore, co-operation between 
accountant and solicitor is mutually advantageous. 
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Building Construction Costs 
By W. A. HALL, A.A.A., A.LLS. 


(A Lecture to the Australasian Institute of Cost Accountants, 
Victorian Division) 

In the system under review we assume that the Master Builder 
has his own joinery shop and that all joinery for every job carried 
out by him is made in this shop. 

Also, that whilst it is essential that each job or big contract be 
kept separate, a builder of any standing is carrying out numerous 
contracts at the same time. 

The contract commences when the builder signs the contract 
form for the work, after his tender has been accepted, usually 
through an architect. 

Now, whilst the contract is for a certain sum and for certain 
specified work it invariably occurs that extra work arises during 
the course of the contract, and it is imperative that the contract 
proper and these extras be kept separate, otherwise the contract 
cost will be debited with labour and materials that of course 
should not be set against it. 

We therefore have two distinct divisions of our work, and this 
necessitates special measures, which are very capably met by the 
following system. 

To complete a building the component parts are— 

(a) labour, direct ; 

(b) materials ; 

(c) sub-contractors (those who supply both labour and 
materials for their particular work). 


These three parts are taken care of in the following manner :— 

Labour.—Special time sheets, giving space for ample dissection, 
are used, so that any variation from ordinary contract 
work can be noted. See Figure 1. 
Labour is apportioned weekly by the use of the sum- 
mary shown in Figure 3. 

Materials.—A special dissection purchases day book is necessary 
here, through which everything purchased by the 
builder is entered. See Figure 2. 

Sub-Contractors.—These are treated through the purchases day 
book in the same manner as materials. 

We thus have our medium for posting all debits to the contract, 

but this still leaves the extras to be taken care of: this is done by 

the foreman on the job. Special books are issued from the office 

for the foreman to advise it of any deviation from the contract 

proper. See Figure 4. 

Each extra is kept separately by the foreman and all labour, 
materials and any work done by sub-contractors are itemised by 
him. On completion of that particular extra the sheet is sent 
into the office, priced up and the contract account is then credited 
whilst the personal account of the client is debited with the sum. 
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WEEKLY TIMESHEET 





ConTRACT WEEK ENDING re . 
sts DESCRIPTied OF wiehK Downe SAT | Mow | THES | WED | THuAS | 0/Time | TeTAL | Syn teh 
, 


/ 
der 


ied 
ous 


‘act : 
ally § 





ain @ 
ing CONTRACT. 4/3. 
‘act 4 ° WoRK Syrr@ew | Hovas O/Time AmevnT 
act «= : 
irse 





this 
the 


and = 


Figure 1: Weekly Time Sheet. 
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Figure 2: Dissection Purchase Day Book. 
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There is still another phase of debits to the job which must be 
followed through, and that is, goods that are supplied to the con- 
tract from the builder’s own joinery shop or from the stocks of 
paint, timber, plumbing materials, etc., that he may carry. These 
are all allocated to the contract by the use of subsidiary books 
in the general accounting system. See Figure 5. 

Plant has yet to be dealt with, as it plays such an important part 
in any building operation, and the cost to the contract can be 
treated in various ways, the most common being— 


1. By debiting the Contract A/c with the full cost of the plant 
used, and when the job is finished taking it back into plant at a 
valuation, 

2. By debiting the Contract A/c with a certain sum for depre- 
ciation of the plant used. 

3. Or by ignoring the depreciation of plant on this particular 
contract and taking care of it in the year’s final figures. 

The course adopted in the third instance is— 

(a) All large plant which is not of a wasting nature, such as 
cranes, motors, mixers, barrows, etc., is not debited to 
the job at all, nor is the contract charged with any direct 
depreciation. 

(b) All plant of a wasting nature, such as planks, scaffold- 
ing, forming, etc., is debited in full to the contract then 
on its completion the job is given credit only for such as 
is usable again, and at a valuation. 


The view taken as regards the first item as above is that depre- 
ciation of plant such as that stated is really an overhead charge 
because it forms the profit earning part of the business. But it 
would be possible to make an apportionment at the end of the 
year against each contract, to meet the charge against the general 
trading account. 

Frankly, the treatment of depreciation of plant by builders is 
generally very loose, but it is an item which should be given the 
fullest investigation. In fairness to the builder it must be stated 
that his contract sum always covers the use of plant, but no builder 
could tell you the figure he had allowed in his price for plant 
depreciation on the contract. Before finishing this part it must 
be noted that there is one more point affecting a contract, and that 
is deductions from the work specified. These are noted by the 
foreman and the office advised in the same way as are extras. 

As regards the Ledger Account it is ruled as shown in Figure 
6, and totals are posted to it from the various summaries previ- 
ously mentioned. 

So far we have dealt with contracts only, but a builder’s work 
is of two classes, commonly known as contracts and jobbing. 
The principle followed in collecting the costs on small jobs is 
essentially the same as in large contracts. All labour, materials 
and sub-contractors’ charges are picked up in the same way, but 
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Figure 3: Wages Summary. 
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Figure 5: Stock Supplied to Contracts. 
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to cover the use of plant, etc., labour on jobbing items is usually 
charged at rates, thus allowing a fair sum for this. 

To get a correct angle on the lack of direct costing in the build- 
ing trade generally, it is necessary to understand at least a little 
the practice that subsists within it. 

From common knowledge and experience it is proved that in 
most work, given fixed rates will cover the builder for the labour 
and materials that he has to provide. 

Such major parts of building as concrete, forming, brickwork, 
under-pinning, flooring and dozens of other items are calculated 
at so much per yard, square, rod, etc. In estimating, these rates 
plus practical experience govern the pricing for a tender. 

It is safe to say that no builder treats a contract for direct 
costs in the same way as a manufacturer would treat his factory, 
for in building, contracts might range from £500 to £500,000 or 
more. A manufacturer uses one article as a unit and sells so 
many 100’s or dozens, but a builder takes one article (the con- 
tract) then sets to work to prove his costs in sections, as the work 
proceeds. 

Costs or Contract ToTaLs 

The basis of and the reason for checking of costs is the contract 
price accepted. 

Once a contract is signed, the cost clerk must immediately 
analyse the contract under the main items of his standard list and 
obtain his contract figure for each desired section of the work. 

The standard list referred to above is that used by the builder 
for fixing his cost symbols, and would be after the style shown 
in Figures 7 and 8. 

It will be seen that two sections or divisions of the standard 
list have been made; whilst this is probably a departure from the 
usual practice, it is essential, as a glance will show what a large 
part sub-contractors now take in the construction of the modern 
building; in fact, the only interest the builder has in these is for 
comparison with his allowed figures for them. His main concern 
is, of course, with his own costs, Division “C.” 

The system of subdividing headings and numbering the sections 
of them has not been followed because the symbols shown are 
suggestive of the operation they denote, and therefore require little 
if any memorising. If any other special features arise or sub- 
divisions become necessary, the clerk on the job will have to be 
advised of them. 

Up to this point everything is very plain sailing, and is only a 
matter of application and detail to obtain the desired check on 
the various sections of the contract work. 

But what makes building construction costing so difficult is the 
numerous extras and deductions that take place on every job, 
large or small. 

These variations are brought about by the architect or owners 
requiring some change in construction or finding that some spect 
fied work can be omitted when the building is under way or some- 
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Figure 6: Ledger Account Form. 
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Figure 7: Standard Cost Symbols. 
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Standard Cost Symbols. 


thing occurring which it was impossible to visualise when the 
plans and specification were drawn up. 

When this arises a variation order on a special form (which 
does not interest us from a costing point of view) is submitted to 
the architect, and the work proceeds or is deleted when the price 
or saving so rendered is approved, or the work is authorised as an 
extra. As seen before, the builder makes provision for this by 
issuing extra sheets to all foremen, and these alterations are for- 
warded to the office for charging and costing reference. 

Naturally, a deduction means that the original figure allowed 
in the contract is thereby reduced, therefore to get the true figure 
the deduction must be taken off the contract price or added to the 
actual cost figure when the work is finished. 

Extras also mean extra work, as your costing system must be 
elastic enough to allow of these being kept separately, that is if 
you wish to arrive at your correct contract figures. As, to get 
the true comparison with the figure allowed as against the cost 
figure the extras must be deducted from the actual cost total on 
completion. 

The forms to effect these ends would be something like those 
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shown in Figures 9 to 12 and Figure 1. All these forms are on 
a weekly basis, finishing on the evening of the pay period, and 
totals are posted from the analysis sheets to the Contract Cost 
Ledger. The foregoing is sufficient to give the cost of the various 
sections of work when the contract is completed. 


UseE oF UNITS AND Cost SYMBOLS 


By following me so far you have seen how the books of 
account and various forms in use all tie-up from the Accounting 
System to the Costing Records. But whilst the information so 
gained is very useful and is of great practical use, it must be 
realised that to get the full benefits from any costing system the 
records must be framed to produce figures that will be of use 
whilst the contract is in progress. 

As previously indicated, all returns are on a weekly basis; 
this, then, is our balancing time for comparison of costs against 
contract, and here unit figures make themselves so useful and of 
definite practical use while the “concrete is still green,” to use a 
builder’s expression. See Figures 7 and 8, unit figures. 

In opening the costing ledger for the job the standard list as 
outlined is used, and against each heading is set the quantity 
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Figure 9: Analysis of Purchases and Stock Supplied. 
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Figure 10: Cost Summary Sticker. 
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Figure 12: Cost Ledger. 


© of units of the particular class of work to be performed under the 
© contract, together with the unit rate allowed. See Figure 12. 
But before we can go any further with our work it is necessary 
to have the various particulars and returns, which are kept or sent 
© forward from the job itself. The job clerk and foreman are 
responsible to see that the following are sent to the office each 
week :— 
1. Time sheets. 
2. Tickets for all materials received on the job. 
3. Extra sheets. 
By 4. Weekly report. 
B Taking these in their correct order— 


1. Time Sheets.—We have already dealt with these, but the 
job clerk has to keep a Time Record Book, for analysing 
all labour. See Figure 13. 

2. Tickets—The importance of these cannot be stressed 
too much. As you are aware, successful costing depends 
on reliable details. So far as the labour is concerned 
this has been achieved by the system outlined, but what 
of materials? The tickets supply our medium for classi- 

fying the materials, and as it is quite likely that a single 
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ticket may affect more than one Cost Section of the work 
care must be taken that each ticket is analysed and the 
various items marked with the Cost Symbol to which 
they have to be charged. The tickets are also used to 
check all invoices rendered, and thus affect our account- 
ing records as well as our costing classification. 

3. Extra Sheets —These have been covered fully before. 

4. Weekly Report (Figure 14).—This report is most im- 
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Figure 13: Tima Record Book. 


WEEKLY REPORT 


WEEK ENDING i 


STANDARD | wees MATERIALS NoT VSED Moves wWeRKED 
SYmBot. UNITS 





REMARKS :- 





Figure 14: Weekly Report. 
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portant, as the whole of the job information and classi- 
fication of labour and materials is contained in it. 
These weekly reports are not printed with Cost Symbols; this 
is to obviate any chance of entering figures in wrong columns, as 
when one has to write out the description it is hardly possible to 
make a mistake of this nature. 
a This, then, completes the information that is required from 
= the job, and when this has all been entered in the various sum- 
™ maries in the office we should have all the details we need to 
% compile the weekly costs graph. See Figure 15. 
It can be readily understood from what has been shown before 
that the amount of detail work necessary to check up each week 
™ on every section of the work would be almost an impossibility, 
» that is without an excessive outlay. 
3 Therefore we usually content ourselves with obtaining the in- 
» formation on our main items of cost and check up each week on 
one only of the smaller sections. 

The advantage of having a detailed weekly list as shown by the 
graph is readily seen when it is realised that periodic returns have 
to be made to the architect when making an application for a 
progress payment. 
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Figure 15: Weekly Cost Graph. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


PROFIT ON SALE OF PROPERTY 


Section 26 (a) of the Commonwealth Income Tax Assessment 
Act, and the corresponding provisions of the State Acts, provide 
that the assessable income of a taxpayer shall include the profit 
arising from the sale by the taxpayer of any property acquired 
by him for the purpose of profit-making by sale, or from the 
carrying on or carrying out of any profit-making undertaking or 
scheme. 

Section 52 of the Commonwealth Act and the corresponding 
provisions of the State Acts provide that any loss incurred by the 
taxpayer in the year of income upon the sale of any property or 
from the carrying on or carrying out of any undertaking or 
scheme, the profit (if any) from which sale, undertaking, or 
scheme would have been included in his assessable income, shall 
be an allowable deduction. 

The provisions of S. 26 (a) were first incorporated in the 
Commonwealth law by the amending Act of 1930, and were made 
retrospective in order to overcome the decision of the House of 
Lords in Leeming v. Jones [1933] A.C. 139; 15 Tax Cas. 333, 
which was to the effect that where an isolated transaction of the 
purchase and sale of property is not an adventure in the nature 
of trade it is not assessable to income tax. 

Commenting on the predecessor to S. 26 (a) Dixon J. said 
in Premier Automatic Ticket Issuers Ltd. v. F.C. of T. (1933), 50 
C.L.R., 268:—“The adoption of this provision probably has no 
more effect than to give legislative authority to the tests pro- 
pounded, and applied in decisions of this Court. . . The criterion, 
which the legislature has now adopted and established, was for- 
mulated by the Courts in the absence of any statutory direction 
upon the way in which capital profits may be distinguished from 
income profits. So far as it lacks precision or is uncertain in its 
application the cause is to be found in the powerlessness of the 
Courts to do more than state a wide general proposition, and to 
apply it as each case arose. The statement of the proposition was 
not a definition, but rather an explanation of principle. No doubt 
as the language of the statute it must receive a more literal appli- 
cation. It is not easy to say whether the expression, ‘profit 
making by sale’ refers to a sole purpose, or a dominant or main 
purpose, or includes any one of a number of purposes. The 
alternative ‘carrying on or carrying out’ appears to cover, on the 
one hand, the habitual pursuit of a course of conduct, and, on the 
other, the carrying into execution of a plan or venture which 
does not involve repetition or system.” 

The problem came before the High Court recently in a case 
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under the previous Western Australian Dividend Duties Act, 
which did not contain a specific provision similar to S. 26 (a) 
of the Commonwealth Act. 

A company acquired an option of purchase of certain mining 
leases, its purpose being to explore and examine and, when further 
information was obtained as a result of investigation, to deter- 
mine how best to exploit the property, if such exploitation should 
appear to be probably profitable. The evidence showed that 
there was no intention when the option was acquired to sell the 
leases. The investigation showed that the property was of con- 
siderable value, but the capital of the company was insufficient to 
develop and work the property. Accordingly it was decided to 
form a new company, with more capital, to take over the leases. 
The option was exercised on 22 September, 1933, and the leases 
were transferred to the new company on 2 October, 1933, for a 
consideration consisting of cash and shares. The cash received 
was not more than the amount expended in exercising the option. 
The shares received were retained by the appellant company, 
which was assessed for duty thereon under the Dividend Duties 
Act 1902-1933 (W.A.) on the ground that the value of such 
shares was dutiable as company profits. Held: that the leases 
were not acquired by the company for the purpose of resale, and 
that the sale to the new company was not a transaction by way 
of trafficking in leases, but was a conversion of a capital asset, 
and accordingly the profit was not dutiable. Western Gold Mines 
N.L. v. C. of T. (W.A.) (1938), LA.1.T.R., 248. 

The following extracts from the judgments in the above case 
are of interest :— 

“A person may buy something for the purpose of keeping it with the 
object of earning income or deriving other advantages from it; or, on the 
other hand, he may buy something to sell at a profit. When in fact it 
happens that an opportunity offers for selling at a profit what has been 
bought, questions arise as to whether the transaction of sale is a change 
of a form of investment or whether it is the making of a profit in a com- 
} mercial transaction. In the former case the profit is not taxable as in- 

come; in the latter case it is. The mere fact that something has been sold 
at a profit does not, however, make that profit part of the income of the 
seller. In the case of an individual it is sometimes easy to draw the 
distinction, If a man buys a house for the purpose of living in it, and 
subsequently sells it at a profit, that sale is not a step in a profit-making 
transaction, and it does not produce income. If, however, a person is found 
® to be in the habit of buying and selling dwelling houses, even though he 
©) lives in them himself, he may: be held to be engaged in a business of deriv- 
ing income from such sales. . . The fact that a transaction is isolated does 
not necessarily show that it is not a profit-making enterprise. Every busi- 
ness must begin with a single transaction, but when the question arises 
after only one transaction has taken place the question becomes more 
difficult.” 


per Latham C.J. at p. 250. 


_ “In considering whether a profit arising from a transaction is of an 
income or capital nature, it is necessary to make both a wide survey and 
an exact scrutiny of the taxpayer’s activities. We have become too 
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familiar with the standard or criterion which the law provides for dis- 
tinguishing between the two descriptions of profit (see Jolly v. F.C. of T. 
(1934) 50, C.L.R., 131 at p. 139). But it is a‘most unsatisfactory criterion 
and a decision must often be made by reference to matters of degree, and 
by reason of the weight given to particular circumstances affecting the 
activities of the taxpayer, and, further, by reliance upon that kind of 
imputed intention of which Lord Sumner speaks in Blott’s Case ([1921] 
2 A.C. 171, at p. 218), when he says: ‘The intention, which the final 
decision assumed, was one of those so-called intentions which the law 
imputes; it is the legal construction put on something done in fact.’” 


per Dixon and Evatt JJ. at p. 255. 


New SoutH WaLes WacEs Tax 


Deduction from Minimum Wages Under Commonwealth 
Arbitration Act 


A question recently came before the High Court as to whether 
or not it is an offence for an employer to deduct New South 
Wales Wages Tax from the minimum wages due to an employee 
under the Commonwealth Arbitration Act. The parties were 
Tasmanian Steamers, Limited, and Vincent Lang, a member of 
the Marine Cooks, Bakers, and Butchers’ Association of Austral- 
asia, an organisation registered under the Commonwealth Arbi- 
tration Act and a party to the award. 

Lang was employed as chief cook on one of the company’s 
steamers. Under the award, he was entitled to be paid on his 
discharge £35/18/- for wages, but the company deducted from 
that amount £1/6/-, the amount payable by him for wages tax 
imposed by the Special Income and Wages Tax Act. Lang con- 
sidered that as the wage was a minimum wage payable to him under 
a Commonwealth Act, the company had no legal right to collect or 
deduct any portion of it under a State law. The company was 
sued for a breach of the award, and the stipendiary magistrate 
convicted the company, and imposed a penalty of 10/-. Upon an 
appeal, the magistrate agreed to state a case for the opinion of 
the High Court, asking whether his determination was erroneous 
in point of law. 

The High Court held, by majority (Latham C.J., Rich, Starke 
and McTiernan JJ.—Dixon J. dissenting) that the determination 
of the magistrate was erroneous, and that it is not an offence to 
deduct the tax. 

“T am of opinion that the employee in the present case has been paid in 
full. The amount of £1/6/- which has been applied on payment of the 
tax for which he was liable, has been applied for his benefit, and this 
application is pro tanto a discharge of his employer’s obligation according 
to State law. The obligation is one of debt. The award does not purport 
to limit the methods by which that debt may be discharged. The matter 
is left to the common law and to any relevant statute. If a general State 
tax on wages is valid, the State Parliament can lawfully provide this 
particular machinery for collection of the tax by the employer on behalf 
of the State.” 


per Latham C.]. 
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REDUCTION OF CAPITAL 


Mrs. Thornett, of Sydney, was the owner of 26,250 £1 shares 
in Hafic Limited, a company incorporated in Hong Kong with 
an issued capital of 350,000 £1 shares, fully paid. Mrs. Thor- 
nett’s holding thus represented three-fortieths of the paid up capi- 
tal of the company. She and another shareholder, with an equal 
holding, desired to cease to be members of the company, and it 
was thereupon agreed by all the shareholders that these two share- 
holders should be paid out by transferring to each of them three- 
fortieths of the assets of the company. 

A resolution in the following terms was passed, and confirmed :—“That 
the capital of the company be reduced from £1,000,000 divided into 
1,000,000 shares of £1 each, of which 350,000 have been issued, to £947,500, 
divided into 947,500 shares of £1 each, and that such reduction be effected 
by paying off 52,500 of the issued shares, and by cancelling the shares in 
the company numbered 126,876 to 153,125 and 205,626 to 231,875.” The 
proposal was duly confirmed by the Supreme Court of Hong Kong. 

Taking the balance sheet of the company at June 30, 1928, as 
a basis for the return of capital, Mrs. Thornett received during 
income year ended June 30, 1929, three-fortieths of the assets of 
the company, which fraction amounted to £41,823, and the dif- 
ference between this sum and the face value of the shares, 
£26,250, namely £15,573, was assessed by the Federal Commis- 
sioner as a dividend bonus, or profit under the 1928-29 Act. 

The High Court held that the sum of £15,573 was not a divi- 
dend, bonus or profit upon shares held by the shareholder, who 
had received the payment as a step in a transaction directed to- 
wards the abolition or extinction of her interest in the capital of 
the company. The transaction really amounted to a surrender 
by the shareholder of all capital interest in the company. 

Under the present Commonwealth Act, S. 6, “dividend” in- 
cludes any distribution made by a company to its shareholders, 
whether in money or other property, and any amount credited to 
them as shareholders; but does not include a return of paid-up 
capital. It would appear, therefore, that the above decision has 
no application under the present Act, as any distribution in excess 
of a return of paid-up capital is assessable. 









Bonus SHARES 

A company resolved to distribute bonus shares “out of reserve 
account to the full amount to the credit of this account, viz.: 
£350,000,” which sum represented undistributed profits. A share- 
holder was assessed to special tax and unemployment relief tax 
under the previous Victorian Acts on £210,000, being the face 
value of the bonus shares allotted to him: Held: by Latham C.]J., 
Rich, Starke and McTiernan, JJ. (Evatt J. dissenting) that profits 
had been “credited” to the shareholder within the meaning of the 
said Acts, and that the said sum was properly included in his 
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assessments for special tax and Unemployment Relief Tax. C. 
of T. (Vic.) v. Nicholas (1938) 1 A.LT.R. 266. 

Under the present Victorian Act “Dividend” specifically in- 
cludes “the paid-up value of shares distributed by a company to 
its shareholders to the extent to which the paid-up value repre- 
sents a capitalisation of profits.” 





ASSESSMENT OF INCOME DERIVED uP TO DaTE oF DeatH 

This subject was discussed in the May, 1938, Taxation Ques- 
tion Box at pp. 264-6. The note has evoked a great deal of 
interest among a number of readers, who have given illustrations 
of the injustices resulting from the defective wording of S. 97 
of the Commonwealth Act and the corresponding provisions of 
the State Acts. That section provides that where any beneficiary 
is presently entitled to a share of the income of a trust estate 

. . . his assessable income shall include that share of the net 
income of the trust estate. Thus, if Mr. Eddes is correct (as | 
am afraid he is), where the net income of a trust estate includes 
such capital receipts as bonus shares, income of deceased derived 
up to date of death, profit on sale of capital assets (New South 
Wales, Queensland and Tasmania) the life tenant is assessable in 
respect of those capital receipts. 

Section 97 urgently calls for amendment in order to remedy 
such a ridiculous state of affairs. I suggest for the consideration 
of the Treasurer that the words “Subject to this section” be in- 
serted at the commencement of S. 97 (a) and that the following 
new sub-section be included in S. 97:—“‘Where the net income 
of the trust estate includes a sum which, for the purposes of the 
trust, is capital in the hands of the trustee, that sum shall be 
deemed to be income to which no beneficiary is presently en- 
titled.” 

Mr. A. Agnew, A.F.I.A., writes :— 

“In the matter of the divergence of views held by Mr. C. S. 
Eddes and yourself, set out in the May issue of The Australian 
Accountant, on the matter of the liability for Tax on Income 
received by a trustee—whether it be the trustee’s or life tenant’s— 
I quite agree with your conclusions. 

“T think Mr. Eddes is in error, in contending that Section 125 
does not operate in the case of a life tenancy, ‘as there is no part 
of the income of the trust estate to which no beneficiary is pre- 
sently entitled.’ The life tenant is not entitled to the corpus 
receipt made ‘income’ by the operation of Section 128, and I do 
not think that any trustee would feel disposed to pay the life 
tenant any corpus receipt, which, for purposes of the Act, is 
deemed income. If there is no legal right for the trustee to 
pay and for the life tenant to receive the corpus (income) receipt, 
it cannot be said that there is any beneficiary presently entitled to 
the receipt of such. Consequently, in accordance with Section 
125, the trustee must be assessed. 
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“This view militates against the treatment by the N.S.W. Com- 
missioner, of the case presented by Mr. Eddes under the heading 
of ‘Assessment of Beneficiaries of Trust Estates,’ Mr. Eddes 
rightly regards the assessment as extraordinary, and arrived at 
by a ‘weird process of reasoning.’ As far as the:annuitant is con- 
cerned, I doubt if any Court would uphold the legality of any tax 
on her, on portion of the corpus receipt made income by the 
provisions of the New South Wales Act. 

“1. Section 18 of the New South Wales Act provides that the 
assessable income of a taxpayer shall include the gross income 
derived in New South Wales. 

“2. ‘Derived’ only means ‘obtained, or got or acquired’ 
(Isaacs A.C.J., in F.C. of T. v. Clarke 91927), 40 C.L.R., 246. 

“3. Section 12 of the New South Wales Income Tax (Man- 
agement) Act, provides that money credited, reinvested, accumu- 


: lated, capitalised . . . or otherwise dealt with on his behalf or 


smile indit aMrelickiiscs i Le 


as he directs, shall be income. 

“The ‘income’ sought to be taxed in the hands of the Annuit- 
ant, cannot fall under either of these provisions, and Section 123 
does not help the Commissioner, as he cannot uphold the conten- 
tion that the annuitant is presently entitled to any share of the 
‘income’ received by the trustee. 

“As a further contribution to the discussion, may I put this 
case : 

“*A,’ a solicitor in his lifetime, kept a complete set of books; 
credited Fees A/c as fees were earned, and based his Return on 
the accounts so kept. After his death, bad debts were incurred, 


| say, of £500. Now this amount would have been an allowable 
» deduction in the lifetime of the solicitor, and in common fairness, 


should be an allowable deduction from either the trustee’s return 
or the beneficiary’s presently entitled. 
“ The benefit of Section 128, should be shared by the Commis- 


| sioner and the taxpayer, and any such ‘blow hot, blow cold’ 


legislation, that gives a one-sided advantage, is to be decried.” 





Taxation Question Box 


| Question: 


W.N. (N.S.W.) asks :-— 
(1) This town has recently switched over on to the Burrinjuck 


| electricity supply. Prior to that electricity was supplied by a 





4 


small local plant. Before the new power was switched on, it was 
compulsory for all houses, shops, etc., to have their wiring at- 
tended to, and in most cases a complete new rewiring was neces- 
sary. I have a farmer client who owns a house in the town 
which he rents. His expense for rewiring was £14. During the 


} current year he has also had other heavy expense in connection 


with this property in respect of painting and repairs. As the 
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benefit of all the above expenditure will be felt for some years 
to come (I would say for five years at least), and as my client 
has had a bad year from the point of view of revenue, I was 
wondering how the Commissioner would view the spreading of 
such expense over, say, a five-year period. 

(2) The same point arises with regard to another client who 
has had a very heavy expense cleaning out dams this year. As 
you are no doubt aware it has been very dry this year, and farmers 
have taken the opportunity—whilst the tanks are dry—of clean- 
ing them out. Revenue has been low this year, too. How do 
you think the Commissioner would view the writing off of this 
expense over a period of, say, five years? 

(3) There has been heavy expenditure for fodder here during 
the current year. Some farmers will have quite a bit still on hand 
as at 30th June, 1938. In an endeavour to keep expenses for 
this year down I thought of allowing for stock of unused fodder 
on hand and only claiming for the value of fodder actually used. 
Do you think that the Commissioner would take exception to this 
procedure? 

(4) Farmers who kill their own mutton sell the skins to wool 
and skin dealers. Should this source of revenue be included? I 
am inclined to the view that it should not, because the farmer is 
actually charged for sheep which he kills for rations and when he 
sells the skin he is only reimbursing himself for something for 
which he has already been charged. 


Answer: 

(1) Wiring for Electricity Supply—lIf the rewiring is in the 
nature of repairs, it is an allowable deduction of the year in which 
the expense was incurred. If it was in the nature of alterations, 
it is not deductible. In Adelaide Electricity Supply Co. Ltd. v. 
D.F.C. of T. (1930), 1 A.T.D. 4, it was held that the cost of 
change over from direct current to alternating current over a 
period of years was a capital expense. 

Repairs to House Let.—The cost of painting and repairs is an 
allowable deduction of the year in which it was incurred, S. 53. 
There is no provision in the Act which permits expenses of this 
nature to be spread over a period of years. Unless the Act speci- 
fically so permits (e.g., depreciation of plant, sinking fund deduc- 
tion for lease premiums), a taxpayer is not entitled to a deduc- 
tion of losses and outgoings incurred in previous years. 

(2) Cleaning Out Dams.—The cost of cleaning out dams or 
earth tanks is an allowable deduction of the income year in which 
the expenditure is incurred. There is no provision for writing 
off this expense over a period of years. 

(3) Fodder—Only the fodder actually used is an allowable 
deduction of the income year. Unused fodder on hand should be 
carried forward. 

(4) Skins of Rationed Sheep.—The proceeds of the sale of the 
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skins are the proceeds of a business carried on by the taxpayer, 
and I am of opinion that they should be returned as assessable 
income. On the other hand, I am of opinion that the value of 
the ration sheep should be decreased by the value of the skins. 





INTEREST DERIVED 
Question: 

“J.C.” (Sydney) asks :— 

A taxpayer deposits money at call with a private company 
which agrees to pay interest thereon at a specified rate. The tax- 
payer (“a member of the family”) requiring funds from time to 
time for domestic and/or other purposes, borrows from the com- 
pany, the advances being charged by the company to a separate 
ledger account, to which account interest amounting to, say, £200, 
is debited at balancing date, whilst interest amounting to, say, 
£390, is also credited to the deposit account. On balancing date 
the withdrawals and interest are transferred to the debit of the 
deposit account. 

For income tax purposes, is it the correct procedure to return 
the £300 as assessable income in the nature of interest received, 
and to deal with the deductibility of the £200 as interest paid on 
its own merits by reference to the use to which the “borrowed” 
funds were put? Or would it be proper to regard the trans- 
actions between the company and taxpayer as forming in law one 
account upon which the company is liable to pay £100 only as 
interest which should be returned by the taxpayer as assessable 
income? On the latter assumption, the individual debit and 
credit items comprised in the ledger accounts would be merely 
the basis of an arithmetical calculation of the amount of interest 
legally payable by the company. Is it right to set off debits 
against credits in this manner? Would the position be different 
if the company recorded the transactions with the taxpayer in one 
ledger account ? 

What is the correct method of dealing with interest on current 
accounts generally where the interest is computed by the “pro- 
ducts system”? Should the amount entered in the accounts under 
this system be recalculated and dissected for income tax purposes 
so as to treat the interest as two items, i.e., interest received and 
interest paid? 


Answer : 

I am of opinion that the assessable income of the depositor is 
£100. The rights of the Crown do not depend upon the book- 
keeping of the taxpayer, nor can his liability be made to depend 
upon his system of accounts, or the entries made therein (Edin- 
burgh Life Assurance Co. v. Lord Advocate (1909), 5 Tax Cas. 
472, at p. 491). Still less does the liability of a taxpayer depend 
upon the system of accounts of another person. In the present 
case, the alleged “borrowings” are clearly withdrawals of the de- 
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posits, and the position is the same whether one account was kept 
by the borrower recording both debits and credits, or whether, 
as happened, two separate accounts were kept of the debits and 
credits, the former being an intermediate account. With regard 
to the third question, there is no necessity to dissect a current 
account where interest is computed by the “products system.” 
The final net balance of interest is assessable, and no more. 





Gotp DoLLar Bonps 
Question: 
“A.R.T.” (Sydney) asks :-— 
What is the liability to Commonwealth and State income tax 
(if any) in respect of interest on gold dollar bonds? 


Answer : 

The facts regarding Commonwealth gold dollar bonds are as 
follows :— 

An external loan of 50,000,000 44% Gold Bonds was floated 
by the Commonwealth of Australia in the State of New York 
in 1928. The bonds were dated May 1, 1928, and were ex- 
pressed to be due on May 1, 1956, but subject to redemption at 
the option of the Commonwealth upon any interest payment date. 
The interest was expressed to be payable semi-annually on May 
1 and November 1. The principal sum and interest instalments 
when due respectively were payable at the office of J. P. Morgan 
& Co., or at the National City Bank of New York, Head Office, 
or at the Commonwealth Bank, in the City of New York, as 
the holder of any bond should elect, in gold coin of the United 
States of the standard weight and fineness existing on May l, 
1928, without deduction of any taxes then or at any time there- 
after imposed by the Commonwealth of Australia, or by any 
taxing authority thereof or therein. 


Commonwealth Income Tax 


A prospectus issued by the Commonwealth in connection with 
the flotation of the above loan stated that the principal and in- 
terest were payable without deduction for any Australian taxes, 
present or future. It was not declared by the prospectus that the 
interest to be derived from the bonds was to be liable to income 
tax under any law of the Commonwealth or a State. 

In Ervin v. F.C. of T. (1935), 3 A.T.D. 238, the appellant, a 
resident of New South Wales, derived, during income year ended 
June 30, 1932, income from sources in Australia and elsewhere, 
including interest from the abovementioned gold dollar bonds. 
The interest was collected in dollars in New York, converted into 
Australian currency, and credited to the appellant’s banking ac- 
count in Sydney. Held, unanimously by the High Court, that the 
interest was assessable income under the Commonwealth Income 
Tax Assessment Act. 
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Ta 
Set 


The Commonwealth Debt Conversion Act provides that interest 
from securities subject to tax shall not be liable to Commonwealth 
income tax to a greater extent than that imposed in 1930. This 
limited exemption in respect of Australian Consolidated Loans 
has no application to gold dollar bonds because they are not con- 
verted securities. 


_ 
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State Income Tax 

Section 16 (k) provides for the exemption, iter alia, of in- 
terest on bonds, debentures, stock or other securities issued by the 
Government of New South Wales or the Government of the Com- 
monwealth of Australia. Commonwealth and New South Wales 
gold dollar bonds are therefore exempt from normal State income 

| tax. 

I believe that Queensland also issued gold dollar bonds, but this 
interest is also exempt from New South Wales income tax, even 
if derived by a resident, because S. 16 (t) exempts from income 
tax derived directly or indirectly by a resident from a source out 

of New South Wales to the extent to which it is not— 

(a) income derived directly or indirectly from a source in 

New South Wales, or income deemed by or under the 
Act to be derived in New South Wales, 
(b) income which is expressly included in the assessable in- 
come. 
Interest on Queensland dollar bonds is not income derived from 
' asource in New South Wales, is not deemed to be so derived, and 
is not expressly included by the Act in the assessable income. 


| New South Wales Special Income Tax 


Commonwealth and New South Wales bonds, etc., are exempt 
from New South Wales Special Income Tax by virtue of S. 16 
(k) quoted above. 

Under S. 2 (2) (b) of the New South Wales Special Income 
and Wages Tax (Management) Act, assessable income includes 
income derived by a resident (other than a company which is not 
a private company) from a source outside New South Wales. 

Public companies are not subject to New South Wales Special 
Income Tax on Queensland gold dollar bonds, but resident private 

companies and resident individuals are subject to that tax. 





Book Debts Outstanding at the Date 
of a Taxpayer’s Death 
ARE THEY INCOME SUBJECT TO TAX? 
By R. S. TuRNER, A.I1.C.A. 


This question arises frequently in connection with the prepara- 
\ tion of Income Tax Returns which the executors of a taxpayer’s 
will are required to furnish in respect of the period from the first 
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day of July (or of the substituted accounting period accepted by 
the Commissioner of Taxation) preceding the taxpayer’s death 
up to the date of his death. In a trading business, where a tax- 
payer has kept proper accounts, and has included in all his income 
tax returns the profit attributable to both cash and credit sales, 
it will be seen that the point is not very material. In such cases, 
the taxpayer virtually takes the view that the goods which he sells 
from his stock are replaced by an asset in the form of cash, if it 
be a cash sale, or by a debt if it be a credit sale. He treats as 
assessable income the difference between the cash received, or the 
value of the debt, and the value of the stock sold. 

Many professional taxpayers, however, prepare their income 
tax returns on the basis of cash receipts and actual disbursements, 
ie., the value of fees for services rendered during the year, but 
not paid for at the end of the year is not accounted for until 
the year when the fees are received. Upon the death of a tax- 
payer who has consistently adopted a “cash” basis for tax pur- 
poses, the problem arises as to— 


(1) whether an amount representing the value of book debts 
outstanding at the date of death is income liable to tax, 
and 
(2) if liable, on what basis is it to be brought to account, i.e.: 
(a) should an amount be included in the return lodged 
in respect of the period ending on the date of the 
taxpayer’s death representing the gross value of 
good and doubtful debts, less an allowance to cover 
anticipated losses on doubtful accounts; or 

(b) should the executor or trustee of the taxpayer’s will 
include in returns for subsequent years amounts col- 
lected in each year in respect of debts due at the 
date of death? 


In 1936, the case of Lawford v. Commissioner of Taxation 
(N.S.W.) (4 A.T.D. 99: 253) was heard by the Supreme Court 
of New South Wales. The appellant, who was the executrix of 
the will of C. M. Lawford deceased, had objected to an assess- 
ment made by the Commissioner for the period 6th January, 1932 
(date of death) to 30th June, 1932, based on an amount of £882 
received by her in respect of the deceased’s share of the costs 
earned before his death by the legal firm, of which he was a 
partner. The Court ruled that the £882 did not come within the 
ambit of the charging section of the Income Tax (Management) 
Act, 1928, which required that income tax must be paid in respect 
of the taxable income derived by any person during every income 
year. The Court decided that to be taxable, income must be 
“derived,” i.e., “obtained or got or acquired.” 

It was held that the income was not derived by the executrix, 
but was earned by the deceased during his lifetime, and that if he 
had lived to collect the £882, he would no doubt have paid tax 
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on it. However, so far as the executrix was concerned, these 
moneys were simply collected by her as forming part of the estate 
of the deceased, and the Act contained no provision making such 
an item taxable. The Commissioner appealed against the deci- 
sion, but the High Court upheld the judgment of the Supreme 
Court. 

On 17th May, 1938, the judgment of the Supreme Court of 
South Australia was given in the case of Jn re Carden deceased, 
Executor Trustee & Agency Co. of S.A. Ltd. v. Commissioner 
of Taxes. The facts of this case were that Dr. H. C. Carden was 
formerly a medical practitioner, residing and practising at Kadina. 
He died on 15th November, 1935, and the appellant is the execu- 
tor of his will. Up to June, 1929, the outstanding debts, due to 
the deceased in the course of his practice, were included in his 
returns, as portion of his gross income for the year in which they 
became due, and he was assessed for the tax upon that basis. In 
the returns for the year ending 30th June, 1930, and subsequent 
years, this basis was altered. The actual receipts in cash (omit- 
ting the payment of debts incurred prior to 1929, upon which the 
tax had been paid) were returned as the gross income, the ex- 
penses were deducted, and the balance was returned and assessed 
as the net income. On 8th January, 1936, the executor’s return 
(under S. 42) was lodged in respect of the income for the period 
Ist July to 15th November, 1935. In this return the gross income 
was stated at £598, being the amount of the cash received in 
respect of the practice during the period in question. Nothing 
was included in respect of the value of debts which had not been 
paid. From this sum the appellant claimed to deduct £248/9/-, 
being the expenses actually incurred during the period. 

On 24th August, 1936, the Commissioner’s assessment for the 
period Ist July to 15th November, 1935, was issued under S. 62. 
In calculating the income for the purpose of this assessment the 
Commissioner (claiming to act under S. 84) included the sum of 
£3,274 as the value of outstanding debts, which had accrued to 
the deceased in the course of his practice, and remained unpaid 
at the time of his death. Upon the executor’s appeal to the Local 
Court from this assessment, it was conceded that the value of the 
debts must be reduced by £1,155, as an adjustment in respect of 
debts which had accrued due prior to Ist July, 1929, and had, 
therefore, been the subject of assessment and tax in previous 
years. 

The questions stated in the case were :— 


(1) Was the Commissioner entitled to include any, and if so, 
what sum in respect of the book debts? 

(2) If no portion of the book debts should be included in the 
assessment, should any, and if so, what adjustment be made in 
respect of the deductions of £248/9/- claimed by the appellant as 
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the expenses incurred in the production of the gross income from 
the practice. 


The Court stated, in the course of its judgment— 


“The total value of the debts, which had actually accrued during the 
period covered by the assessment, was not more than £156, and the Com- 
missioner’s claim to include the balance (41,963) in his assessment for this 
period was based upon S. 8&4, which is as follows :— 

84 (1).—“If the whole or any portion of the taxable amount of the 
income of any taxpayer is not included in an assessment in any year, 
the Commissioner may include such whole or portion in the assessment 
of the taxable amount of the income of such taxpayer for a subsequent 
year.” 

The claim of the Commissioner is to charge the executor, as the tax- 
payer, with tax upon moneys which have not been earned by it, and which, 
as and when received by it, were, or will be, capital of the estate. In order 
to support this claim, the Commissioner must point to some statutory autho- 
rity for his action in charging the executor, i.e., in treating the outstanding 
debts as income of the period covered by the assessment, that is, Ist July 
to 15th November, 1935. For this purpose he relies upon Sec. 84. But 
in our opinion it is clear that if Sec. 84 is taken alone it does not apply 
to the case. Even if the book debts could'be held to be profit or gain 
derived by the deceased, they never were the income of the taxpayer who 
is assessed—the executor: (Commissioner of Taxation of N.S.W. v. Law- 
ford (1937) 56 C.L.R. 74). It follows that the Commissioner must call 
in aid some other provision of the Act, i.e., either his right, under Sec. 42 
to treat the executor as the taxpayer in its representative capacity, in 
respect of the income of the deceased, or (failing Sec. 42) the powers 
given by Sec. 43. 

It appears, from the case, that the deceased had furnished his returns 
annually during his lifetime, and in these circumstances, the deceased hav- 
ing died in November, 1935—-Sec. 42 does not charge the executor with 
liability in respect of any income, whether received or earned, prior to 
Ist July, 1934. But even with respect to the relevant period, we can find 
nothing in Sec. 42 which allows the Commissioner to use S. 84 against the 
executor. The Commissioner is not claiming under an assessment made 
against or in the name of the deceased (S. 42 Ss. 2b), or under assessment 
upon a return furnished under Sub-sec. 3 (a). 

It follows that the Commissioner’s claim must stand or fall upon the 
terms of Sec. 43, and for this purpose he must show that the book debts 
were income of the deceased, which should have been taxed, in the years 
in which they became due. It is not sufficient to show that they might 
properly have been treated as income derived in those years. It must be 
shown that the omission was erroneous that the deceased “escaped full taxa- 
tion in his lifetime by reason of not having duly made full, complete and 
accurate returns.” 

When it is stated in this form the question is important to professional 
men and others, similarly circumstanced. The facts disclosed in this case 
give a clear indication of the hardship that is involved. In or prior to 
1929 the deceased had been assessed and taxed in respect of £1,618, which 
had not been got in when he died in November, 1935. Of this sum £640 
was still supposed to be ‘good,’ £693 was said to be ‘doubtiul,’ and £285 
was admittedly ‘bad’. For six years or more the State had been in posses- 
sion of the tax which had been exacted in:respect of ‘profit’ that the tax- 
payer had been unable to turn into money with which to pay the tax, or 
to provide for his own expenditure (of Grey v. Tiley (1932) 16 Tax Cases 
414 at 422). We have no right to strain the language of the statute in 
order to avoid this consequence; but if the meaning is doubtful we must 
accept the construction which allows the taxpayer to defer paying the tax 
until he is able to get in the money with which to pay it. It is for the 
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legislature, not for the Courts to impose taxation, and we have no right 
to extend the liability of the taxpayer into a region in which the intention 
of Parliament is doubtful (Dewar v. Inland Revenue Commissioner, 1935 
2 K.B., 351 at 359-360). 

Baldly stated, the contention of the Commissioner is that the book debts 
of the deceased were, ex necessitate legis, income or taxable profit derived 
or made when the money that the debts are assumed to represent was 
earned, without waiting for the formality of payment or realisation. A 
necessary corollary is that the practice, which is widely if not generally 
followed in comparable cases, of accepting returns and assessing the income 
upon the basis of cash receipts, is a definite departure from the strict 
requirements of the statute, and is only allowed as a matter of grace or 
concession by the Commissioner to the taxpayer.” 

The Court considered a number of Australian and English de- 
cisions, and came to the conclusion that there was no authority 
for the Crown’s claim that the book debts outstanding at the date 
of death were income to be included in the assessment covering 
the period up to the date of death. 

A point of importance to the many taxpayers engaged in pro- 
fessions, who have adopted the “cash basis” in compiling their 
taxation returns, is the view expressed by the Full Court that the 
law authorises this basis and that it is not a concession permitted 
by the Commissioner or “a dispensation from the full requirement 
of the statute.” 

The Crown has applied for leave to appeal to the High Court 
against the Supreme Court’s decision, and a majority of the High 
Court has granted leave, the Crown being required to pay the 
executor’s costs. 

It will be seen from the Lawford and Carden decisions that 
amounts received after the death of a taxpayer who has lodged 
his tax returns on a “cash” basis, in respect of what virtually is 
income earned in his lifetime, are not liable to tax under any 
statute which does not expressly provide for such a liability. 
What, then, is the position under the present law? 

In the so-called “uniform Income Tax Assessment Bill,” which 
was the basis of the new measures considered by the Parliaments 
of the Commonwealth and all States following the reports of the 
Royal Commission on Taxation, there was a provision in the fol- 
lowing terms designed to prevent the loss of revenue where a 
taxpayer had adopted a “cash basis” — 

“Where in the year of income, the trustee of the estate of a deceased 
person receives any amount which is in the nature of corpus in the hands 
of the trustee, but which would have been assessable income in the hands 
of the deceased person if it had been received by him during his lifetime, 
that amount shall be included in the assessable income of that year of the 
trust estate.” 

Opposition to the Clause in the form stated was expressed by 
interested parties—notably Trustee Companies—because addi- 
tional work would in some cases be caused in the preparation of 
trust returns for several years after the death of a taxpayer, and 
finally the provision was omitted from the Federal, Victorian and 
South Australian enactments. 
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It would appear that the decisions in Lawford’s and Carden’s 
cases establish that no Federal, Victorian or South Australian tax 
can be levied on money received after the death of a taxpayer 
which relates to services performed in his lifetime. However, 
these decisions are overcome by the uniform provisions of the 
Acts of New South Wales (Section 128), Queensland (Section 
33 (9)) Western Australia (Section 102), and Tasmania (Sec- 
tion 74 (8)). 





Workers’ Shares 
By A. CLunies Ross 


Slipped, seemingly, almost by accident, into the Companies Act, 
1936, of N.S.W., is a small “Division” (5 of Part VIII) of four 
Sections, 165 to 168, which the earnest student of company law 
will probably welcome. As he moves through the Act with its 
380 Sections and 13 Schedules, he notes some that are certainly 
important and that must be learned; but there are some he passes 
with a smile in the almost certain assurance that the examiner 
will never think to put a question about them. Unfortunately, 
there are still some students who have the fancies of examiners as 
their chief guide—not a desire to know, for example, the methods 
of formation and control of companies for their own sweet sake. 
One reason why the student can be practically certain he will not 
meet a question on these sections is that they deal with workers’ 
shares—things not found in any other Act in the world with the 
exception of the New Zealand Act, in which they are called 
“labour shares,” and from which in fact they were derived. 

Though students with their minds on examinations may pass 
the Division with a sigh of relief, students of economic evolution 
could well pause for some thought'on the implications contained in 
a statutory power to create shares in a company that should have 
no face or nominal value, but that should, none the less, carry 
rights very similar to those of the shares to which we are accus- 
tomed. 

As the text-books put it, shares carry three rights—that of 
voting at general meetings, that of sharing in profits when avail- 
able for distribution, that of sharing in surplus assets in liquida- 
tion—while a fourth privilege is practically a right—that of trans- 
ferring ownership. And it is these four rights that an investor 
really gets in exchange for the cash or other asset that he con- 
tributes to the capital of the company. In fact, any effective de- 
finition of a share would set out these rights and, no doubt, add 
the information that the rights are governed, as regards their 
exercise, by the Companies Act and by the Memorandum and 
Articles of Association. 

As we proceed with our study of the limited liability principle, 
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we find repeated emphasis laid upon that shares are to be paid 
for in money or “money’s worth” (that curiously inverted term 
—as if assets represented claims to money rather than the other 
way about). We further find considerable legal difficulty in mak- 
ing any reduction in what is known as “capital,” but what is really 
a figure purporting to be the amount of money handed in by 
members at some time or times in the company’s history. “‘Paid- 
up capital” cannot be reduced without recourse to the Court, and 
the company cannot, except in special circumstances, acquire or 
deal in its own shares; the well-known American idea of “treasury 
stock” has no place in our law. So the “capital’’ of a company is 
a rigid concept, and it is only people who have contributed to that 
capital who have any of the rights already mentioned. 

The position is, of course, a heritage from the Nineteenth Cen- 
tury, when the only people who were recognised as having any 
real intelligence were those who could produce some capital to 
prove it. The reference to the Court that must still precede re- 
duction of paid-up capital is to permit the Court to see that the 
reduction shall not, if possible, lead to a reduction in the capital 
of creditors. The principle of the nigidity of capital in company 
accounts is, of course, based in the main upon the same idea. 

But it is certainly true that there is a group of people who are 
as profoundly affected by the vicissitudes of a company’s exist- 
ence as either the creditors or the contributors of capital; they are 
the workers—and it is interesting to note that the draftsmen of 
the N.S.W. Companies Act adopted that sturdy simple word 
unashamed. They admitted a distinction in function between 
those who only stand and wait for returns from their investment 
—entitled no doubt to a return for their service-——and those who 
work, Presumably, in discarding the New Zealand term “labour 
shares,” they aimed at avoiding the political associations of 
“labour,” but they democratically included all “persons for the 
time being employed in the service of the company” in one group 
distinguished in their rights from the other contributors to the 
success of the concern as a whole. 

And what did the New South Wales Legislature give the 
workers? Directly, nothing. There is no compulsion about 
the creation of workers’ shares, but it is at last possible for a com- 
pany to issue a type of share without demanding any payment in 
exchange and, what is as necessary if this idea is to be workable 
in practice, to destroy or cancel shares when the holder ceases to 
be qualified to hold them. The qualification is not the possession 
of capital, but the possession of ability of mind or muscle, which 
itself qualifies for employment. 

There is no compulsion; any existing company that sees in the 
issue of workers’ shares a measure of social justice combined, as 
will be indicated, with a vision of steady profits, can act by reso- 
lution. And, of course, that resolution will be carried by capital- 
D 
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shareholders (we must use the term to distinguish them from 
worker-shareholders). Of course, any new company could begin 
with the necessary power and definitions in its memorandum or 
articles of association. 

“Necessary definitions’—there we meet practical difficulties. 
The Act merely says that workers’ shares shall carry such rights 
to attend and vote at general meetings and to share in profits in 
assets in a winding-up as the memorandum or articles provide. 
Clearly it is intended that workers’ shares shall be as truly shares 
as those issued to the providers of capital, but the rights cannot 
be defined in the same way. Take the matter of voting: we know 
that different classes of capital-shares vary; ordinary shares may 
have it all so long as preference dividend is paid regularly ; some 
companies adopt the rule of one-share-one-vote, others provide a 
sliding scale to give minorities power not in proportion to holding. 
So, too, there must be some relation between the votes of the 
holders of ten workers’ shares of no nominal value and those of 
the subscriber of £100 to capital. For the moment, we shall leave 
the point; suffice it that it is intended that workers shall have 
votes, shall do something to control the welfare of the whole. 

The definitions will have to include some rule as to how many 
shares each worker is to receive. The number should have some 
reference to the importance of his contribution to the general wel- 
fare, and, in theory at least, that contribution is measured by the 
salary or wage he receives. A managing director paid £1,000 a 
year is presumed to “be worth” to the company three times as 
much as a foreman on £6/8/- a week, and certainly the wisdom or 
folly of his decisions have a much greater influence than that of the 
foreman. So, as a general principle, a distribution based upon 
salary or wages would appear to be reasonable; the actual number 
is unimportant—whether a £5 wage carries 5 or 10 shares, the 
relative voting strength will be the same. 

And what about profits? How much of the profits are to be dis- 
tributed among the holders of workers’ shares? When the ques- 
tion is put, two responses or objections occur in many minds. The 
first is: “Oh! it’s only another profit-sharing scheme, and they’re 
all dead—or at least a lot of them are.” Well, it is and it isn’t; there 
is one great difference between the issue of workers’ shares, with 
the rights they carry, and any scheme awarded, as an act of grace 
or of “enlightened selfishness,” by capital-shareholders to their 
employees. (It’s scarcely right to say “their employees,” because 
the average capital-shareholder doesn’t consciously employ anyone 
—not even the directors he elects). The difference is that, once 
a company adopts the principle, it cannot be reversed or varied 
except by another change in memorandum and articles carried at a 
meeting at which workers have votes by virtue of their shares. 
That is not to say that the relative rights of the two classes of 
shares will remain unaltered for ever, but one thing does remain 
unaltered—the fact that workers have, as a matter of legal right, to 
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be consulted before a change is made. There is the difference; 
share in profits (and share in control which few profit-sharing 
schemes include) is granted as a right, not as a present for a good 
boy. 

That leads to the second common response: “Aha! you’re talk- 
ing socialism.” Well, I’m not much afraid of the term, except 
when in the mouths of certain extremists. But it’s partly because I 
want very little, if any, more socialism than we enjoy (?) now that 
I feel the workers’ share idea is well worth considering. It does 
seem to be obvious that capital-shareholders as such do nothing 
beyond risk some capital at the outset; it is easy to think of the 
directors or even managers as being merely big shareholders, as 
holding their position for that reason, and to consider that, in their 
persons, shareholders really work. But, of course, that is not 
true; they are members of the workers’ group that is really re- 
sponsible for the success or failure of the business as a whole. Any 
inefficient person—even the office boy who misses a mail or the 
operative who drops a chisel in the gears—may affect the profit and 
loss account, but the capital-shareholder as such cannot make a 
pennyworth of difference. 

“Then are you suggesting that workers earn all the profits, and 
so should have them all for themselves, as communists and other 
revolutionaries affirm?” I am not; I still believe that the provider 
of tools is entitled to a rent for their use; workers can’t do much 
without them. The question of interest—its fair rate and economic 
justification—has filled many large tomes, but we can take it for 
granted that it cannot—and should not—be abolished short of 
upsetting society, and that I do not want, either for my own sake 
or for the welfare of the community. Even an enlightened com- 
munist admits that progress is impossible without the taking of 
risks, but he imagines that the State should take the risk. I am 
not here going to enter that thorny political field. The relevance 
of the point is that, if companies are to be formed to try out new 
ideas, or to serve new areas, the investors may legitimately expect 
some return both for providing the means whereby the test is made, 
and also some part of the profits which, when earned, show that 
the idea or the service was desired by consumers ; they took the risk 
of losing their investment if losses showed that the idea or the ser- 
vice was not desired. 

We arrive at the principle that, though workers (including the 
managing director) are the real source of success of failure, in- 
vestors of capital may demand a part, but not an unlimited part, of 
profits. On the general principle, capital-shares should carry a 
fixed cumulative rate of return as a first charge on profits—derived 
by the customary methods of bookkeeping—and workers’ shares 
should carry a right to the disposal of the whole of any surplus. 
This is, of course, only the preference principle carried one degree 
further: ordinary shareholders take a greater risk of getting no 
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return on their investment, and, as a recompense, either take the 
whole of the surplus remaining after the preference dividend has 
been paid or a larger proportionate share if preference shares par- 
ticipate. 

The expression just used, “right to the disposal of,” was used 
instead of simply “right to,” because it has been suggested that 
workers would be ignorant or unappreciative of the wisdom or even 
necessity of creating reserves. Consider a company with the 
simplest possible workers’ share principle in operation ; it has issued 
to 250 capitalists 50,000 capital-shares for £1 each, carrying a fixed 
cumulative dividend of 8% per annum, and 200 workers own 
between them 1,000 workers’ shares. Would it be any less possible 
to convince the workers that provisions for bad debts and depre- 
ciation of general reserves for future losses or expansion are neces- 
sary than it would be to convince the capitalists? If the company 
in its first year earned £2,500 net, capital-shareholders would, if the 
articles permitted, be able to take it all and carry forward £1,500 
to be recouped next year. But it is possible that a meeting of the 
whole 450 members would arrive at a decision based upon their 
mutual interests—and their interests are mutual despite what is 
often stated by agitators on both sides. The meeting might decide 
to put it all to reserve (assuming specific provisions had been 
made), even if the articles stated that all general reserves were in 
the disposal of worker-shareholders. Next year’s £10,000 profit 
would allow two years’ capital dividend, and either a £2 dividend 
on workers’ shares or an addition to reserves. If things had been 
going as nicely as that, no doubt salaries and wages would have 
risen; there is nothing in the principle to prevent a recognition of 
increased value of individual services. 

“Yes,” says the doubter, “very nice, but what about losses?” 
In any business the first people to be affected by falling profits or 
the incurring of losses are the workers; wages fall, or, if they are 
down to basic, jobs are lost. In general, it is only after the wages 
bill has, for one or other reason, dropped that there is actual loss 
of capital. In any case, cumulative dividends are involved, and the 
rate is fixed so as to compensate for risk of loss. That risk would 
be no greater, and probably less, in a company with workers’ shares 
than in one without. 

The reference to reserves leads to an inference concealed in the 
bald words of Section 166 of the Companies Act. It provides that 
when any holder of workers’ shares ceases to be employed, he auto- 
matically surrenders his shares, and their value is paid to him or his 
heneficiaries, as the case may be. The only way a share of no value 
when issued can acquire a value is by the building up of reserves. 
The section implies that reserves shall be built up, and that the 
whole or a definite part of them is disposable in respect of workers’ 
shares. The section goes on to say that the payment may be in cash 
or in capital-shares, and shall be calculated by rules laid down in the 
articles. There could be some interesting calculations involved in 
arriving at a value per workers’ share. We can imagine a specially 
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invested fund for the redemption of shares owned by people who 
leave. 

It is clear that the possible allocation of votes and of profits 
between capital and work are many and various, from the simple 
scheme suggested above (and even that contained a complication 
connected with reserves) to something more complicated than one 
that was put into operation in New Zealand:—(i) Reserves at 
the absolute discretion of the directors; (ii) cumulative capital 
dividend at 7 per cent. or current bank overdraft rate, whichever 
is the greater; (iii) non-cumulative dividend on each workers’ 
share (not to exceed 2/5ths of total capital shares) equal to 7 per 
cent. on a capital-share; (iv) equally between capital and labour 
shares until an extra 2 per cent. has been paid on capital; (v) 
6 per cent. non-cumulative on “B” shares (capital shares issued to 
workers who may take them as dividend or on surrender) ; (vi) 
“the final balance shall go and belong to workers’ shares.” 

For the purpose of looking into the interesting implications of 
the principle, we may assume the simple scheme of the fixed 
capital dividend. First, share values; this must mean capital- 
share values because, under the Act (in addition to the provision 
for surrender, workers’ shares are transferable only “in accord- 
ance with the provisions, if any, in that behalf of the articles of 
the company,” and the obvious provision is that they should be 
transferable only to other workers in the same company. If fixed 
dividends became at all common, market prices would not vary 
very much from par except as the general rate of interest rose 
or fell. The spectacle of £1 shares selling for £5 or more follow- 
ing large bonus dividends would be seen no more. Many people 
consider that any capital dividend over about 10 per cent. is 
almost immoral, and it is certainly hard to justify such high rates. 
The surpluses necessary to provide high dividends are due to one 
of two influences: Either the administration has been much more 
efficient than that of competing concerns, so that costs have been 
reduced while prices have been maintained, or advantage has been 
taken of some opening not noticed by competitors. In both cases, 
the result is due to brain work or muscle work, or both, not to 
the silent—very silent, usually—partners in the undertaking; 
workers are entitled to the surplus. In the second case, compe- 
tition is almost certain to appear, and the large dividends are not 
likely to be continuous; efficiency will still provide a reasonable 
return on capital, and something of an excess for workers. 

The other influence is that, owing to the company’s having a 
more or less complete monopoly of the product, it is able to keep 
prices well above costs. It is interesting to speculate upon the 
response of a general meeting that included workers with votes 
to a suggestion that prices should, in the interests of the com- 
munity, be reduced. It would probably be much the same as that 
of a purely capital meeting. They would probably leave the 
decision in the hands of the directors as a matter of policy. But 
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once more workers have at least as much right as capitalists to a 
benefit accruing from ability to charge high prices. 

Incidentally, in the case of a company whose shares are freely 
bought and sold, it is impossible to think of one body of people 
as providing the capital. When this point is considered, it be- 
comes even harder to assert that a person who, more or less 
accidentally, happens to own shares, should have a right to an 
unlimited return on his (temporary) holding. 

To look for a moment at economic implications: In practically 
every country for which statistics are available, incomes are found 
to be very unequal. Thus, in England in 1929 or 1935, “one- 
tenth of the whole working population, with incomes over £250, 
took 42 per cent. of the whole total of personal incomes” and “a 
small class comprising 14 per cent. of the population, with ‘four- 
figure’ incomes and upwards, took 23 per cent. of the whole total 
of personal incomes.” (National Income and Outlay: Colin Clark, 
1937). 

And it is admitted by many authorities that such inequalities are 
one cause of recurrent booms and depressions. Any change in the 
direction of more even distribution would tend to produce more 
even demand and to reduce the tendency to invest in fixed assets 
in excess of those “normally” and economically required. 

All in all, the implications of the workers’ share idea are many 
and various. It looks so simple, but contains the germ of far- 
reaching changes; possibly it may take its place with other 
“simple” suggestions that have been “the impossibilities of yester- 
day, the possibilities of to-day, and the commonplaces of to- 
morrow.” 


Statistical Analysis as an Audit Weapon 
By Ronatp A. Ir1sH, CHARTERED ACCOUNTANT (AUST.) 


The auditing profession is still a child as professions go. Prior 
to the advent of Joint Stock Companies in the last century, it was 
almost unknown; but what a powerful child it has grown in that 
short time! For many years, auditing was (and, to a degree, 
still is) a routine and tedious affair. Only with the improvements 
in accounting methods and statements of an auditor’s responsibili- 
ties and duties by various learned judges, did this profession 
come to require specialised skill and a knowledge of the science 
of figures. 

Modern trends in auditing are significant. 

There is an increasing trend to the audit of management, in 
addition to the balance sheet audit. Many confidential auditors’ 
reports in which comparisons are made and criticisms voiced are 
in the nature of a check on the management, but, too often, com- 
parisons are superficial and reasons for variations are not sought. 








a 


pS EN ee 


# 
i 





q 
4 
4 


re 


¥ 


Aire dd rcs 


* 
ul 








1938 THE AUSTRALIAN ACCOUNTANT 455 





In very few cases is the data so compiled treated as a final check 
on the routine audit. 

Another and more important trend, as relating to balance sheet 
audits, is the intelligent use by the auditor of statistical and other 
records not necessarily part of the financial books: 


(a) To demonstrate aggregate accuracy of revenue accounts, 
etc. 

(b) To indicate useful lines of further inquiry. 

(c) To confirm belief in the correctness of the financial state- 
ments. 


It is not a new suggestion that the usual auditing process is 
“synthetic,” and that more value is to be gained by connecting 
analytical methods of procedure with this usual process. One 
must confess that the ideas set out herein are not new, either, 
but it is pleaded that they could be given greater prominence. 
Analytical auditing consists usually of a dissection of the aggre- 
gate items appearing in the balance sheet into their component 
detailed transactions. From the final result in the balance sheet 
the auditor traces back step by step to the source of the entries. 
It is much after the process of a detective confronted with a 
difficult crime who, by careful analysis, traces out the background. 
It is not suggested that routine audit procedure should necessarily 
be reversed or changed, but that greater attention should be given 
to its ultimate objective and the procedure determined after 
close dissection of the sources of transactions contributing to these 
final results. 

Every auditor likes to have an unreserved and honest belief 
that accounts are correct, that there are no “sins of omission,” 
and no avenues of enquiry overlooked. Every auditor has at 
times the despondent feeling that perhaps fraud may have been 
committed, and that errors of a serious nature may be undiscovered. 
If means can be devised for skilled enquiry into matters not 
perhaps contained in the financial books, and these actions can 
produce the belief that if fraud is undetected or errors undis- 
covered they are not evident—that the final results bear the stamp 
of certainty—then surely all legal responsibilities are more than 
satisfied. 

It is my belief that some such process exists in an extension 
of analytical auditing by careful survey and close analysis of 
statistical information, consisting in particular of costing data, 
comparisons of actual current and past results and budgets. It 
may be said that this is not an auditor’s duty. ‘That is recognised. 
Dangers in the practice are recognised—if executed carelessly 
and without skill. At the same time, advantages are so many 
that at least the suggestion merits thought and perhaps discussion. 

How is such a survey to be conducted? How can its useful- 
ness be shown? 

It is impossible to generalise. Every business has its peculiari- 
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ties, but the following actual case will indicate the inherent value 
in the method :— 

A retail business sold a certain line of goods (constituting one 
department) on which the gross return was practically fixed. In 
previous years, there had been little variation in gross profit rates, 
and stock turnover had been slightly increasing over the period. 
A detailed audit of sales was not possible, but internal check was 
sound, and left little scope for error or dishonesty. In 1936, 
gross profit rate was still about normal (and inquiries would 
generally stop there), but stock turnover rate was a definite in- 
crease on past efforts. This was surely ground for double 
satisfaction and commendation; but analytical auditing demanded 
the cause. It was apparent that the reason for the improved stock 
turnover rate was confined to opening and closing stocks and 
purchases. Various explanations were sifted through, but could 
not possibly account for the full increase. Finally, by reference 
to stock statistics and other similar data, an error in stock-taking 
was revealed which was much less than 1% to sales but more 
than 5% of net profit. No other course could have discovered 
the error as stock records were not possible where the error 
occurred. 

There are many other avenues of application. To demonstrate 
the underlying principle a few selections are given. It should 
be understood that the steps suggested are general. For specific 
cases, special consideration would have to be given. Any move- 
ments should be capable of explanation. 

Bad Debts and Discounts.—It is well known that cash em- 
bezzlement can be covered by adjustments of personal accounts 
through nominal accounts such as discounts and bad debts. Ina 
large audit, the usual routine may well pass such adjustments. 
These later enquiries might, therefore, be made before the report 
is signed :— 

1. Comparisons of the actual amounts charged to revenue 

over a period. 

2, Comparisons of percentages of bad debts and discounts 
to sales. 

3. Comparison of past and present ratios of sundry debtors 
and sales. 

4. Proportions of cash and credit sales. 

5. Comparison of proportion of bad debts written off to 
average total debtors. 

6. Comparison of percentages of discounts to collections. 

7. Comparison of statistics of cash collections for different 
territories—e.g., town and country. 


The following data (to the extent avail- 





Salaries and Wages. 


able) might be surveyed: 
1. Comparisons of actual amounts paid. 
2. Comparisons of percentages of total disbursements to 


sales or output. 


~- 





193 


cos 
vio’ 
tior 
cha 
fitt 
the 
cos! 
fac 
tics 


T 
they 
som 
idea 
havi 
be 
thar 

E 
con: 
past 
and 
not 
doul 
acco 
actic 
forn 
rese 





% 
| 





1938 THE AUSTRALIAN ACCOUNTANT 457 


3. Comparisons of departmental salaries to departmental 
sales. 

4. Graphs of number of employees in each department per 
week. 

5. Graphs of weekly payments in each department. 

6. Comparisons of average salary per employee in each 

department. 
. Comparisons of average sales per employee. 


7 
Motor Expenses.— 
1. Comparison of actual amounts. 
2. Comparisons of percentages to sales. 
3. Comparisons of total costs for each vehicle. 
4. Comparisons of cost per mile for each vehicle. 


This last comparison once raised an interesting query. The 
cost of running a certain vehicle was almost identical with pre- 
vious years, but the cost per mile was almost double. Investiga- 
tion showed that the vehicle had been changed. The body and 
chassis had been retained, but an entirely new engine had been 
fitted and the vehicle was off the road for some months during 
the process. The expenditure was really in the nature of capital 
cost, but the vouchers did not at the time indicate this. 

Publicity Costs ——Verification of these costs is often unsatis- 
factory. Further examination might embrace the following siatis- 
tics :— 

1. Comparisons of actual expenditure under different head- 
ing such as press, radio, canvassing, circulars, etc., and 
their individual percentages to sales. 

2. Comparison of percentages of costs to sales. 

3. Comparisons of actual expenditure with budgets, noting 
variations. 

The foregoing suggestions are not meant to be exhaustive, but 
they open up a line of thought which may be beneficial and, to 
some, a new development. The suggestions may sound 
idealistic. They are none the less intended to be practical and 
have proved most important on more than one occasion. It must 
be realised that any comparisons referred should be for more 
than two years. 

Every firm of any standing which is run efficiently accumulates 
considerable statistical data by close analysis and tabulation of 
past transactions. To auditors, it is contended that these statistics 
and records can stimulate lines of further investigation which may 
not be apparent in a “synthetic” audit. There should be little 
doubt after such an analysis that the balance sheet and revenue 
accounts (which are merely final summaries of the year’s trans- 
actions) are free from suspicion. No man could go further to 
form his belief in the accuracy of the accounts honestly and un- 
reservedly—and that is required of every professional auditor. 
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Legal Decisions of Interest to Accountants 
By J. S. McINNEs, F.1.c.A. 


BANKRUPTCY—NOTICE OF FINAL DIvIDEND—DELAY IN Province 
Dest—ExTENSION OF TIME 


By S. 67 of the English Bankruptcy Act, 1914: 


Final Dividend—(1) When the trustee has realised all the 
property of the bankrupt, or so much thereof as can, in the joint 
opinion of himself and of the committee of inspection, be realised 
without needlessly protracting the trusteeship, he shall declare a 
final dividend, but before so doing he shall give notice in manner 
prescribed to the persons whose claims to be creditors have been 
notified to him, but not established to his satisfaction, that if they 
do not establish their claims to the satisfaction of the Court 
within a time limited by the notice, he will proceed to make a final 
dividend, without regard to their claims. 

(2) After the expiration of the time so limited, or, if the Court 
on application by any such claimant grants him further time for 
establishing his claim, then on the expiration of such further time, 
the property of the bankrupt shall be divided among the creditors 
who have proved their debts, without regard to the claims of any 
other persons. 

S. 116 of the Commonwealth Act is to the same effect, but the 
words “to the satisfaction of the Court” in subsec. (1) are not 
in the Commonwealth Act (these words, however, appear in Com- 
monwealth Form 117 !). 

See also Commonwealth Bankruptcy Rule 265, and Form 117. 

In re Pavyer; George Brown, Son and Vardy v. The Trustee, 
(1936) 1 All E.R. 568, was a motion by a firm of solicitors, 
creditors of the bankrupt, for a direction that the trustee in bank- 
ruptcy should not proceed to distribution of the assets by declaring 
a final dividend without the applicants having first had an oppor- 
tunity of establishing their claim, or, alternatively, for an order 
under the discretion of the Court to extend the time mentioned 
in Section 67. The claim was for over £2,000, and was the 
largest in the estate. 

On January 30, 1933, the trustee wrote to the applicant credi- 
tors asking for a proof of their debt. Having received no reply 
the trustee, on February 24, 1933, again wrote saying that he 
understood that the creditors had a certain charge on land of the 
bankrupt, and requested details of the charge. The creditors 
replied with some details of the charge, but put in no proof. In 
November, 1935, the creditors wrote stating that they intended 
submitting a proof within a few days, but it was not until Feb- 
ruary, 1936, that a proof was put in. The reason for the delay 
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was that negotiations were in progress for the sale of the land 
on which the creditors held a charge. In the meantime the trustee 
had given notice of his intention to declare a final dividend in 
accordance with S. 67. On receipt of the proof he advised the 
creditors that he had given them the statutory notice on Decem- 
ber 10, 1933, and that, as the estate was then in process of distri- 
bution, no funds were available to meet their claim. The appli- 
cants replied that they had never received the notice, and that 
they held the trustee responsible for the funds. The trustee 
replied that the dividend had been duly gazetted, produced a copy 
of the notice which had been sent, and put in an affidavit by clerks 
in his office, one of whom had entered the letter in the post-book, 
and the other stamped and posted it. The latter admitted that he 
could not definitely state that he had seen or noticed the address 
on that particular envelope, but he had posted all! the letters and 
there were some twenty creditors. 

The Bankruptcy Form is as follows :—“Take notice that a final 
dividend is intended to be declared in the above matter, and that 
if you do not establish your claim to the satisfaction of the Court 
on or before the ...day of...19.... I shall proceed to make 
a final dividend without regard to such claim.” 

The notice given by the trustee on December 10, 1933, was not 
in the prescribed form, in that it only directed the creditors to 
deposit in the hands of the trustee by December 27 a proof of 
their debt, but it did not go on to say that if the direction was not 
complied with by that date a final dividend would be declared 
without regard to the debt. 

Farwell J. said that he must take it that the notice was sent 
but not received, and, that being so, he was satisfied that proof 
of posting was all that was necessary by the trustee to show that 
he had given the proper notice, as the Act said that notice could 
be given by post. (Eng. S. 146: Commonwealth Act S. 43). 
Unless the form of the notice was wrong, S. 67 applied, and the 
applicants were not entitled to claim. S. 67 was directed to 
finality. The trustee’s letter did not strictly follow the prescribed 
form, but the letter was sufficient notice within the meaning of the 
section and was in order so long as it gave all the necessary infor- 
mation. The motion to prevent the trustee distributing failed. 

With regard to the prayer for an extension of time for estab- 
lishing the claim within S. 67, his Lordship said he had an abso- 
lute discretion in deciding whether or not the time should be 
extended, though he doubted whether he should grant indulgence. 
But here the trustee naturally could not prove conclusively at this 
late stage that the letter containing the notice was actually posted. 
In the exceptional circumstances, his Lordship proposed to extend 
the time and give the applicants seven days in which to establish 
their claim, but they must bear the costs of the motion. 
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CONTRACT OF SERVICE MADE IN ENGLAND TO BE PERFORMED IN 
New ZEALAND—PAYMENT IN “PouNDS STERLING’—WHIcH 
CURRENCY 

The case of de Bueger v. J. Ballantyne & Co. Ltd., reported 
on page 125 of the March, 1938, issue of this Journal, was taken 
to the Privy Council. 

In 1932 de Bueger, a tailor’s cutter, then employed in London, 
entered into an agreement with the London Office of J. Ballan- 
tyne & Co. Ltd., a New Zealand company, carrying on a retail 
business, including tailoring, in New Zealand. By that agree- 
ment de Bueger was to proceed to New Zealand and serve the 
company there for three years “at a remuneration of Seven hun- 
dred pounds sterling a year.” The sole question was whether de 
Bueger was to be paid according to the English or the New 
Zealand value of the pound. At the date of the agreement the 
New Zealand pound was at about i€ per cent. discount as com- 
pared with the English, and later, during the period of the ser- 
vice, the discrepancy rose to 24 or 25 per cent. 

For the reasons set out in our previous report of the case, Mr. 
Justice Northcroft held that de Bueger was entitled to be paid 
the agreed salary in such amounts of New Zealand currency as 
would be the equivalent of English sterling according to the rate 
of exchange current at the time of each payment. 

The company appealed to the Court of Appeal of New Zealand 
where the judgment of Northcroft J. was reversed by a majority 
(Ostler, Blair and Kennedy JJ.; Reed A.C.J. dissenting) on the 
ground that the word “sterling” did no more than refer to a unit 
of account common to England and New Zealand, and did not 
call for a greater payment in New Zealand than legal tender there 
of the nominal amount expressed. 

De Bueger appealed to the Privy Council, and the Judicial 
Committee allowed the appeal and restored the judgment of 
Northcroft J. (1938, 1 All E.R. 701). In delivering the judg- 
ment of the Privy Council, Lord Wright said that their Lordships 
found themselves unable to agree with the majority of the Court 
of Appeal. In Adelaide Electric Supply Co. v. Prudential As- 
surance Co., (1934) A.C. 122, Lord Warrington of Clyffe said 
at p. 138: “I have come to the conclusion that, merely as a unit 
of account, the pound symbolised by the £ is one and the same 
in both countries, and that the difference in the currencies merely 
concerns the means whereby an obligation to pay so many of such 
units is to be discharged.” It was just that difference in the 
“means” of discharging the obligation—i.e., the actual currency— 
which was the essence of the case. 

It was clear that, under a contract like that in question, what 
mattered to the parties was the means (i.e., the currency) in 
which the obligation was to be discharged. In their Lordships’ 
judgment, the word “sterling” was added in the agreement to 
define what means of discharge—i.e., what currency—was being 
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stipulated. The necessity for adding the word was simply 
because the “unit of account,” the word “pound” or symbol é, 
was the same both in England and in New Zealand. If the word 
“sterling” had not been inserted the salary would have been pay- 
able in New Zealand currency, that being the place of payment, 
on the principles laid down in the Adelaide case. 

In the agreement here in question the word “sterling” was an 
express term intended to exclude, and, in fact, excluding, the 
prima facie rule according to which New Zealand pounds would 
be meant, as being the currency of the place of payment. It was 
impossible to regard the word as indicating simply legal tender 
at the place of payment, New Zealand. The agree- 
ment was clearly on its face a formal and studied document. It 
was drawn up and executed in London between the respondents’ 
London house and the appellant, a London resident. The inser- 
tion of the word “sterling” was not common form in a service 
agreement like that. If it was used in any business document in 
London it naturally meant “British sterling” and nothing else. 
It was used in that sense habitually in exchange quotations and 
in documents dealing with international transactions, in which it 
was necessary to define the currency intended, including trans- 
actions with the Dominions. 

Having regard to the place where, and the parties between 
whom, the contract was made, their Lordships were satisfied that 
de Bueger’s claim was well founded. It was not to be forgotten 
that in August, 1932, exchange questions were matters of business 
moment. De Bueger, who was going to New Zealand, might 
naturally desire to be assured that he would be paid in the cur- 
rency with which he was familiar. 

Their Lordships did not desire to express any opinion on the 
question as to whether the construction of the agreement would 
have been the same if it had been made and entered into in New 
Zealand. The agreement was obviously drafted with the idea of 
eliminating any doubt or dispute that de Bueger would be paid 
the same amount of salary as if he were working in England. 





Dest DuE To EstaTE BY BENEFICIARY UNDER WILL—VALUE OF 
Dest WHEN BENEFICIARY WHOLLY OR PARTLY INSOLVENT 


For death duty purposes the value of a debt due by a beneficiary 
of a deceased testator is no more than could have been recovered 
in bankruptcy from the estate of the beneficiary had he been 
made bankrupt at the date of the testator’s death, irrespective of 
benefits acquired by him under the testator’s will. Beamish v. 
Commissioner of Stamp Duties (1937 N.Z.L.R. 217). 

In Dolbel v. Commissioner of Stamps (1904, 23 N.Z.L.R. 
1003) Philip Dolbel (the testator) at the request of his brother 
Charles guaranteed a debt amounting to £8,464 owing by Charles 
to a bank. Philip Dolbel died, and shortly afterwards the bank 
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called up the amount of the guarantee, which the executors of 
Philip duly paid, as Charles was penniless. In the death duties 
assessment the amount of £8,464 was allowed as a deduction, but 
the New Zealand Commissioner of Stamps treated the same sum 
as an asset in respect of Charles’s obligation to repay the amount 
so paid by the executors. 

Charles Dolbel was a beneficiary under the will of the testator, 
but the value of his interest under the will was admitted to be 
only £4,642. 

On the matter coming before the Court, the executors con- 
tended that as Charles was, at the date of the death of the testator, 
penniless, the value of his debt to the estate at that date was nil, 
and the benefits which he was entitled to under the will of the 
testator must not be taken into consideration. 

Mr. Justice Cooper decided that as Charles was entitled to 
£4,642 under the will of the testator, the amount of his debt 
must be entered in the death duties statement as of that value. 

The executors appealed to the Court of Appeal, where the 
judgment of Cooper J. was unanimously reversed, the Court oi 
Appeal holding that the debt due by Charles to the estate arising 
out of the guarantee could not be treated as good to the extent 
of the value of the share in the estate bequeathed to him, and that 
amount added to the assets of the deceased for the purpose of the 
assessment of death duties, but that duty was payable simply on 
the amount of the assets actually in the estate after deducting the 
amount paid under the guarantee. 

The reasoning of the Court of Appeal may be stated thus: A 
testator by his will declares that his estate shall be divided equally 
between two persons, B and C. His estate consists of £20,000, 
of which £10,000 is in cash and £10,000 a debt due by B. B has 
no property other than his interest under the will. The nominal 
value of the estate is £20,000, but its real value is £10,000 only, 
the debt of £10,000 being admittedly worth nothing. The net 
result is that B obtains no benefit under the will except the 
release from an obligation which he could not meet, which was 
worthless in the hands of the testator, and which would have been 
worthless in the hands of any person to whom the testator had 
assigned or bequeathed it. Such a benefit has no appreciable 
cash value. The final balance upon which duty is payable is the 
value of the property of the deceased at the time of his death, 
and B’s debt has no value. A will or an intestacy cannot create 
assets, nor turn into an asset that which, apart from such will 
or intestacy, is not an asset. 

Mr. Justice Edwards in the Court of Appeal put this striking 
case: “Suppose the testator dies leaving £500 in cash, and a 
debt of £5,000, which turns out to be worthless, owing to him by 
a person to whom he leaves a legacy of £5,000, and the testator 
himself has debts to the amount of £500. If the bad debt is 
treated as an asset to the extent of the legacy, then the £500 of 
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1938 


actual assets will be swallowed up in payment of” (the 10% 
death) “duty, and there will be nothing for the creditors of the 
testator.” 

The Beamish Case 


The same principle was applied by Mr. Justice Ostler in 
Beamish v. Commissioner of Stamp Duties last year. In that 
case the testator had three sons, and at the date of his death 
these three sons owed him the following sums (for moneys lent 
to them some years before): H. F. Beamish, £5,817; G.E.H. 
Beamish, £25,156; F. N. H. Beamish, £19,181. These debts, if 
good, were, of course, assets of the testator’s estate, and had to 
be included in the value of the estate for death duties purposes. 
But none of the three sons had sufficient assets at the time of the 
father’s death to pay these debts in full. 

The executors contended that, for death duties purposes, the 
real value of these debts was no more than the amount the three 
sons were able respectively to pay, that is, the balance of their 
assets over their liabilities. The New Zealand Commissioner of 
Stamp Duties rejected this contention, and assessed the value of 
the debts at their face value. 

On appeal to the Court, Mr. Justice Ostler said he had no 
hesitation in deciding that the contention of the executors was 
correct. The Court of Appeal had decided in Dolbel v. Com- 
missioner of Stamps that in valuing a debt due to an estate the 
Commissioner could not take into consideration property acquired 
by the debtor from the estate. It was admitted by counsel for 
the Commissioner in this case that in valuing these debts the 
Commissioner could not count as the assets of the sons the 
benefits acquired by them under the will of the testator. But 
Dolbel’s case treats as an axiom the proposition that if a debtor 
has no assets his debt to the estate is valueless. It is a corollary 
of that proposition that the value of the debt is no more than the 
value of the debtor’s assets. Quite apart from the authority of 
that case, and as a matter of principle, his Honour thought this 
must be so, for the debtor, if pressed, could take advantage of the 
bankruptcy laws and be freed from the debt by the surrender of 
all his assets. His Honour held, therefore, that the value of 
these debts for death duty purposes was no more than could have 
been recovered in bankruptcy from the estates of the sons at the 
date of the testator’s death. 

(His Honour then considered the assets of each of the three 
sons and valued them, thus enabling a value to be placed upon 
the debt owing by each son to the estate). 
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Comparative Balance Sheets and Profit 
and Loss Statements 
I. PERCENTAGES TO TURNOVER 
By O. R. MacDona cp, A.1.c.A. 


The main purpose of the preparation of a profit and loss state- 
ment is usually considered to be the ascertaining of the profit 
or loss for the period covered by the accounts. This, of course, 
is a very important object, but the statement should also disclose 
other significant facts relating to the operations for that period. 
Many items, and groups of items, in profit and loss statements 
convey much information, particularly in relation to other items 
in the accounts, and in relation to the corresponding items in the 
accounts of other periods. A student, as well as an accountant, 
is expected to understand the significance of these relationships 
and of any variation in them from period to period. An analysis 
and intelligent interpretation of the accounts will disclose useful 
information concerning the transactions for the period. 

For comparative purposes, ratios or percentages convey con- 
siderably more information than does the actual comparison of 
amounts. When ratios are to be calculated, the method is to 
treat the amount of the first of the items to be compared as the 
numerator and that of the second as the denominator, and to 
express the result in terms of some pre-selected base number. 
Thus, assuming current assets are £5,000 and current liabilities 
£2,000, the ratio of current assets to current liabilities is on 
(or £5,000 divided by £2,000, viz., 2:5) to 1. The ratio, accord- 
ingly, is 24 to 1, or £2/10/- of current assets to every £1 of 


current liabilities. The ratio of current liabilities to current 
. £2,000 ; , 
assets is 5.000 (that is, two-fifths or -4) to 1, or 8/- of current 


liabilities to every £1 of current assets. 

In the foregoing examples, the base number is taken as one, 
but this is not essential; it could quite reasonably be expressed as 
“two,” and the ratios would be stated respectively as 5 to 2 and 
2 to 5. In practice, however, amounts do not usually occur in 
round numbers, and simplicity in calculation is gained by using 
the unit, which also readily permits of the use of decimal frac- 
tions. 

Percentages are ratios expressed in terms of the base number 
100. Percentages are ascertained by dividing the denominator 
into the numerator and multiplying the result by 100. For in- 
stance, if the percentage of gross profit, £4,500, to sales, £12,000, 
is required, the former amount is multiplied by 100 and divided 
by 12,000, the resultant percentage being 37:5. The ratio ot 
gross profit to sales is therefore 37:5 to 100, or, if reduced to 
units, 375 to 1; the percentage is 37-5. 
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There are many significant ratios used in the interpretation of 
accounts. Some of them, possibly the greater number, are applied 
to balance sheet figures. In this elementary discussion, attention 
will be confined to the profit and loss statements. 

The statement relating to profit and loss with which students 
are most familiar, and which is still not infrequently seen in busi- 
ness, is the type divided into a Trading Account and a Profit and 
Loss Account, the balance of the former being carried down into 
the latter. Usually, there is also a Profit and Loss Appropriation 
Account. If the accounts are those of a manufacturer, the first 
account is usually styled a Manufacturing and Trading Account. 
There are important objections, in practice, to this composite 
Manufacturing-Trading Account, the principal one being the lack 
of information it supplies to the manufacturer. The increasing 
realisation of the value of the application of sound costing prin- 
ciples is being reflected in improved methods of presenting the 
accounts relating to manufacturing. 

For simplicity, however, the conventional, if inadequate, style 
of profit and loss statement will be adhered to in this article. 
Consideration will be given to the common and very useful 
method of showing the items in the profit and loss statement as 
percentages to sales. Sales (or other operating earnings) are 
taken as 100 per cent., or the whole. The total of the percent- 
ages of the debits to Manufacturing, Trading and Profit and Loss 
Accounts, plus the percentage of net profit or minus that of net 
loss, and minus that of other credits, must also equal 100 per 
cent. The percentages expressed against the items are more 
illuminating than the actual figures to one not versed in accounts, 
as well as to the accountant compiling them. The following is 
a simple illustration :— 


Profit and Loss Statement for Twelve Months Ended June 30, 


1938 
Manufacturing-Trading Account 
£ % £ % 
To Stock, 1/7/37 .. .. 5,000 25 By Sales .. .. .. .. ..20,000 100 
» Purchases (a) .. 10,000 50 
» Wages (a) .. .. 4,000 20 
Other Manufactur- 
ing and Trading 
Expenses (b) .. .. 400 2 
Depreciation .. .. 600 3 
20,000 100 


Less Stock 30/6/38 6,000 30 


To Cost of Goods Sold 
REP ae ae os 5s es Oe oe 
Gross Profit, c/d.. 6,000 30 

£20,000 
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Profit and Loss Account 
£ % £ % 
To Salaries.. .. .. .. 1,600 8 By Gross Profit b/d.. 6,000 30 
i BAe 400 2 » Discounts (d) .. . 400 2 
» Commission. .. .. 1,000 5 
» Discounts (d) .. . 200 1 
» Sundry other Ex- 
penses (e) .. .. 1,200 6 
» Net Operating Pro- 
Stew un ss 2 DD 
£6,400 32 £6,400 32 
SSS SSS 
To Net Profit, to Profit By Net Operating Pro- 
and Loss Appro- Sioa s a = 
priation Account .. 2,250 — , Interest on Invest- 
mes ().... DB — 
£2,250 — £2,250 — 
Profit and Loss Appropriation Account 
£ % £ % 
To Dividend .. .. .. 2,000 -— By Balance, 1/7/37 .. 2,500 — 
» Provision for » Net Profit, year 
Temes (2)... ... @ — ended 30/6/38 .. . 2,250 — 
» Balance c/d .. .. 2330 — 
£4,750 — £4,750 — 
_—__— —_ 
By Bal. b/d 30/6/38 . £2,350 — 
Notes. 


(a) The figures given for purchases and wages represent the 
total expenditure incurred during the year, but as stock on 
hand has increased from £5,000 to £6,000, it is apparent that 
portion of that expenditure has been incurred in adding to the 
value of the stock held. If proper manufacturing records were 
kept it would be known, or a reasonably accurate estimate could 
be made, of the respective amounts of purchases and wages which 
are comprised in the total cost of the goods sold. 

(b) Accounts of this nature (adopted in the illustration for 
purposes of simplicity) should be avoided in practice. All ex- 
penses should be properly dissected and shown under their correct 
headings. Comparisons from period to period of heterogeneous 
items such as this are of little value. 

(c) Cost of goods sold. When the closing stock appears as a 
credit entry, the actual cost of the goods sold is not definitely 
stated in the accounts. “Cost of Goods Sold” represents the cost 
of the materials, labour and direct manufacturing expense in the 
goods sold. The significant percentage in the Manufacturing 
Account is 70 per cent., which, being deducted from 100 per cent., 
shows the gross profit to be 30 per cent. 

(d) There is little relation between discounts received and dis- 
counts allowed, and they should appear separately—the net differ- 
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ence should not be entered. The conventional method of record- 
ing the discounts in the period in which the relative payments 
were received or made has been adopted in the example. It is 
seldom, however, that the sales and purchases to which the dis- 
counts apply are all comprised in the same period. Therefore, 
this method of treating discounts, when it is desired to express 
percentages to sales, is open to objection, particularly in respect 
of profit and loss statements for short periods, e.g., monthly or 
quarterly. 

(e) The comments given under (b) are also applicable here. 
In a well-constructed profit and loss account, items of expense 
will be properly dissected and grouped in suitable sections, e.g., 
“Administrative,” “Selling,” “Finance,” etc., and the percentages 
to sales of the totals of each group will be shown. 

(f) Interest on Investments.—No percentage to sales is entered 
against this item, as it has no relation to sales. The percentage 
to the amount invested could, however, be recorded. 

(g) Provision for Taxes.—No percentage to sales is given as 
this would be of no particular value. The percentage to net profit 
could be shown if desired. If income tax actually paid is included 
in the accounts, it is in respect of profits of prior years. There- 
fore, a percentage to any item in the accounts would be meaning- 
less. 

CoMPARISON OF ACCOUNTS OF SEVERAL PERIODS 

Almost as important as the actual results of a single trading 
term is the comparison of the results with those of antecedent 
periods, especially the immediately preceding period. If the ac- 
counts are for periods of less than twelve months, the figures 
should also be compared with those of the corresponding period 
in the previous year. It will be useful to compare all items with 
the corresponding items of other periods, not only as regards 
amounts, but also as regards percentages and ratios. 

Where the results of a number of periods are to be compared, 
a columnar form of account will be found illuminating, as shown 
in the following example :— 

















Year ended June 30 1936 1937 1938 

£ % £ Jo £ Jo 

DS xn aa cw ae sa ox ee ee 16,000 100 20,000 100 

Suck Fly 1... .... . 459 3% 4,000 25 5,000 25 

Purchases .. .. .. .. .. 12000 48 8,800 55 10,000 50 

Te 4,000 25 4,000 20 
Sundry Manufacturing Ex- 

penses eee aaa tee Ga 250 1 320 2 400 2 

Depreciation .. .. .. .. 500 2 480 3 600 3 

22,250 89 17,600 110 20,000 100 

Less Stock, June 30 .. 4,000 16 5,000 31 6,000 30 

Cost of goods sold 18,250 73 12,600 79 14,000 70 

Gross Profit .. .. 6,750 27 3,400 21 6,000 30 

TS. . 8 ce ee <a ae ae 7 £1,600 10 £1,600 8 


(and so on) , 
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Comparison of the percentages for two or more periods may 
bring some interesting facts to light. It directs attention to ten- 
dencies which might otherwise be overlooked, and as a result the 
possibility of steps being taken to ensure correction or control of 
those tendencies can be explored. To a manufacturer, however, 
accounts prepared in the conventional manner shown above are 
not nearly so informative as they should be. They have some 
value in that they direct attention to variations in the profit and 
loss account items—the expenses loosely termed “overhead”— 
but the economies that can be effected in these items are usually 
relatively small and often of doubtful value. 

Let us assume that the manufacturer in the example given fixes 
his selling prices on an estimated gross profit of 50 per cent. on 
cost. As 50 per cent. on cost equals approximately 33 per cent. 
on sales, the comparative statement discloses that he has fallen 
short of the desired percentage by approximately 6%, 12% and 
3% in the respective years. The figures for the twelve months 
ended June 30, 1937, show that the percentage of cost of goods 
sold to sales rose considerably in that year, but whether this in- 
crease and the reduced turnover were due to the cutting of selling 
price is, on the information available, impossible to say. In the ab- 
sence of adequate manufacturing records, the reason why the esti- 
mated percentages of gross profit have not been obtained is 
largely a matter of conjecture. The example illustrates the de- 
sirability of recasting the accounts relating to manufacturing and 
for the introduction of budgetary control, combined with per- 
petual stock inventories and suitable costing records. Attention 
can then be focussed on the manufacturing end of the business, 
as well as on the administrative side, with the result that the 
avenues for instituting effective economies can be more thor- 
oughly examined. 

When comparing the accounts for several periods, the reasons 
for any fluctuations in percentages should be investigated. As a 
general rule, increased or reduced turnover, if prices remain con- 
stant, should not greatly affect the percentage of cost of goods 
sold. Costs of materials, labour and direct manufacturing ex- 
pense may be expected to rise and fall relatively to sales. There 
are many factors, however, which may cause some variation, such 
as rush orders rendering it necessary to pay higher rates to some 
employees for overtime, breakdowns in plant, etc. Where prices, 
either of selling or buying, or rates of pay, do not remain stable, 
the percentage may vary materially. 

In the profit and loss account, the percentage to sales of more 
or less fixed charges, such as salaries, rent and insurance, will 
vary in inverse ratio to variations in sales. Other items, such as 
commission (if payable on all sales) and discounts, must be 
expected to vary in amount with the amount of the sales, and, 
therefore, the percentage to sales should not be greatly affected. 
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The following are some points to be borne in mind in any com- 
parison of the accounts of two or more periods :— 

(1) The accounts compared must be for the same term—that 
is, all accounts must be yearly, half-yearly, quarterly, etc., as the 
case may be. 

(2) If the term is less than a full twelve months, consideration 
must be had to the varying conditions of trade in different parts 
of the year. Many concerns are more or less seasonal in their 
operations, so that, if accounts are prepared half-yearly, it is 
preferable to compare a series of accounts for the same half of 
the year rather than a number of consecutive half years. 

(3) The accounts for each period compared must be prepared 
on the same basis. Consideration must be given to any alterations 
in the method of classification of accounts that may have occurred. 
In such instances, the items must be adjusted to a common form 
as far as possible. 

(4) Changes in management must be considered. For ex- 
ample, a partnership may have been converted to a company. In 
the partnership no proprietors’ salaries may have been charged 
against the business, but in the company the former partners may 
be drawing remuneration, or it may be that other employees are 
now performing the duties formerly carried out by the partners. 

(5) The accounts must reflect the actual results of the period 
covered—that is, proper adjustment must be made at the end of 
each period for outstanding amounts and accrued charges relating 
to the period. Where the periods are for less than a year, 
amounts paid annually—such as insurance, rates, etc.—should be 
properly apportioned over the divisions of the year. 

(6) If stock on hand is not valued at cost, the item “cost of 
goods sold” is affected. For example, suppose the figures are 
opening stock (at cost), £10,000; materials, labour and other 
manufacturing charges, £70,000; closing stock (at cost), £12,000; 
and sales £100,000. The cost of goods sold will be ascertained 
as follows :— 





EE cs: st eed OM or “Oks ces 

Opening Stock .. .. .. ........ £10,000 

Bes ONE 5 es. 2a SE da ee 70,000 

80,000 

Less Closing Stock .. .. .. .. 12,000 
Cost of goods sold .. .. .. .. .. 68,000 68 % 
RN UE ge cc tk we ce | Oe 

£100,000 


Suppose, however, that owing to a fall in prices and to the 
fact that some stock has deteriorated in value, it is decided to 
write the stock down to £8,000, the figures will be :— 
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Di iss ened ad ae de os ee 
Opening Stock .. .. .. .. .. .. .. £10,000 
CLT, cw 0b. os 0% ae es ae. ee 

80,000 

Less Closing Stock .. .. .. .. .. 8,000 
Cost of Goods Sold .. .. .. .. .. 72,000 72% 
Gross Profit .. .............. 28,000 28% 

£100,000 


The cost of goods sold is now shown as £72,000, but actually 
£4,000 of that amount represents portion of the cost of goods 
still unsold. In comparing a series of profit and loss statements, 
therefore, any special writing down of stock must be taken into 
consideration. 

(7) Regard must be had to any unusual and non-recurring 
expenses, such as extensive repairs or alterations; losses by em- 
bezzlement, fire, or other causes, etc. 

When students are working out test problems requiring the 
preparation of comparative profit and loss statements, they will 
find that their appreciation of the use of percentages will be 
enhanced if they make a practice of calculating the percentage to 
sales of the various items, and then, from their own knowledge 
and from the information set out in their text books, they should 
endeavour to reason out the cause of any variations in percentage 
that have occurred. 

The subject of ratios and percentages is by no means a small 
one, and this article is intended only as an introduction to it. In 
later articles, it is proposed to discuss more fully the comparative 
profit and loss statements, and then to proceed to the larger and, 
perhaps, more important section of ratios. Consideration will be 
given to those ratios and percentages which affect the balance 
sheet, as well as to those affecting the profit and loss statements, 
and the factors which bring about changes in those ratios and 
percentages will be discussed. 
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The British National Income and 
its Distribution 
By SaMueL Hays, B.com. (Hons.), F.s.s. 


The term “national income” means the money value of all the 
goods produced and services rendered during a given period. For 
the sake of comparison this period is usually a year. The most 
satisfactory way of assessing the size of the national income is to 
consider the actual goods produced and the services rendered. 
This would lead, however, to an interminable list, and it becomes 
necessary to express the value of all these things in money. In 
so doing, it must be realized that, although this may be the only 
practicable method, it is open to one great disadvantage. Owing 
to changes in the value of money, exactly the same goods and 
services may have quite different monetary values at two different 
times. 

In actual fact, the calculation of the amount of the national 
income is the addition of all the incomes of individuals in the 
country. The total of these, subject to a number of adjustments, 
will give the value of all the work done and of the other services 
rendered in the country. Adjustments are necessary because the 
total of individual incomes will include some incomes obtained 
gratuitously, i.e., not in return for services rendered. Some in- 
comes will include goods as well as money wages, and some, the 
use of property for which no actual payment is made. To avoid 
double counting, it will be necessary to exclude all incomes, or 
all parts of incomes which do not refer to any tangible service or 
work done. Such are allowances made by individuals to relatives 
and friends, old age and widows’ pensions paid by the State, and 
allowances to individuals out of public relief. For the same 
reason, incomes or parts of incomes, received as interest on the 
National Debt ought to be excluded. Sums dealt with in this 
way merely represent a transfer of funds from the pockets of one 
section of the community, in part to the members of that com- 
munity, and in part to other sections of the population. 

On the other hand, the wages of domestic servants should 
properly be included in the national income, although they may 
appear to be just the same as other expenses of the household. 
These wages are given in return for services rendered. In the 
case of persons who receive part of their remuneration in the 
shape of commodities, the correct assessment of the national in- 
come would necessitate a valuation of such payments in kind. 
Farmers, market gardeners and fishermen on the productive side 

and domestic servants on the direct services side receive a pro- 
portion of their income in this way. Again, although the owner 
of a house may receive no income from a house in which he lives 
with his family, yet the annual value of that house is really part 
of the national income. Certainly income tax authorities count 
it as such. 
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Many firms, in fact all limited liability companies, do not dis- 
tribute to their shareholders all the profits which they may make. 
These undivided profits, whatever form they take, should be in- 
cluded in the total of the national income. The question of local 
rates is rather a vexed one, some authorities ignore them in their 
calculation of the aggregate of individual incomes, others include 
them. In so far as these local rates are collected in return for 
services rendered, they should be included in the national income. 
If our education services, our street lighting, our libraries and 
public baths were not provided for us by local authorities we 
should look to private enterprise to supply them. If they were 
so supplied we should have no hesitation in including the incomes 
of the suppliers in the total of the country’s income. There is, 
therefore, no reason why we should exclude local rates. There 
is, though, one large class of busy workers who do not get paid 
in the normal way for services given. The housewives of the 
country add very materially to the nation’s wealth, but as we do 
not assess the value of their services in terms of money, the value 
of these services cannot be included in the calculation of the 
nation’s income. 

The Amount of the National Income——The amount of the 
National Income has been estimated by economists for each of the 
last twenty or so years. Amongst the more important investiga- 
tions, the survey made by Dr. Bowley and Dr. Stamp for the 
year 1924, ranks amongst the better-known enquiries. According 
to their figures, the net income for that year was rather more 
than £3,800 millions. Other investigators have obtained figures 
for years prior to 1924. For 1911, the national income was given 
as £2,000 millions. Although some of the increase recorded be- 
tween 1911 and 1924 can be accounted for on the score of in- 
creased prices, yet there was a very definite increase in the amount 
of goods produced in the latter year, over those manufactured in 
the former. In more recent years, Mr. Colin Clark, of Cam- 
bridge University, has made some important investigations into 
the nation’s income, and the proportions of that income which 
are distributed amongst the various factors of production. 
According to Mr. Clark’s figures, it would seem that the national 
income rose steadily from over £3,900 millions in 1924 (Dr. 
Bowley and Dr. Stamp did not include local rates in their esti- 
mate), to about £4,400 millions in 1929. The figures for 1931 
and 1932 were in the neighbourhood of £3,800 millions. From 
1933 to 1936 there was a steady increase, and it is probable that 
the national income for 1936 was in the neighbourhood of £4,800 
millions. Although it is not possible to give any reliable figures 
for 1937, it is likely that for this year the national income would 
just exceed £5,000 millions. 

The Distribution of the National Income.—If the whole income 
of the nation for 1936 were divided equally, every man, woman 
and child in the country would receive about £100, i.e., just short 
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of £2 per week. On this basis a family of three would receive 
£5/15/- per week, and one of five, just over £9/10/-. The cor- 
responding figures for 1924 were in the neighbourhood of £90 
per person for the year, i.e., 35/- per week, just over £5/15/ 
for the family of three, and somewhat over £8 for the family 
of five. Thus it will be seen that the total monetary income of 
the country showed a substantial increase from 1924 to 1936, in 
spite of the fact that prices were lower in 1936 than in 1924. 

During recent years wages and salaries together have taken 
about 65% of the national income. This figure varies slightly 
from year to year, however. In times of depression, the share 
taken by these two factors represents a larger proportion of the 
national income than they obtain in boom periods. For instance 
during the depression years of 1931, 1932, and 1933, wages and 
salaries obtained 70% of the country’s income. During 1936 and 
1937, they would most probably receive 63% or 64%. This 
seems to bear out the statement that when prices are going up 
by the lift, wages are climbing the stairs. In pre-war days wages 
and salaries received about 55% of the national income. The per- 
centage paid as wages has increased slightly since that time, that 
paid as salaries has increased greatly. This latter fact is prob- 
ably due to the large increase in the number of highly-paid man- 
agerial posts which have come about with the increasing size of 
the business unit, and by the great extension in the sphere of 
governmental and municipal activities. Profits and interest 
account for a little more than one-quarter of the nation’s income 
during boom years, and less than one-fifth in times of extreme 
depression. During 1936, profits took in the neighbourhood of 
27% ; in 1931, 18%, of the national income. It is interesting to 
note that during the worst of the depression in the U.S.A., any 
profits made were more than offset by losses incurred by other 
firms. With an increase in the share of the income taken by 
wages and salaries has come a reduction in the share absorbed 
by profits and interest. These factors regularly obtained 30% 
and over in pre-war years. Rents take up approximately one- 
tenth of the total income. Owing to the relative fixity of rent 
charges, a larger percentage is received in times of depression than 
in periods of good trade. 

It would appear from the fact that since wages and salaries 
received roughly £3,000 millions in 1936, the average earnings of 
occupied persons must have been round about £150 for the year. 
However, half the total income of the country went to persons 
receiving less than £250, but such persons make up nearly 90% 
of the population. Less than 1% of the population received over 
£2,000, but the total incomes of such persons amounted to nearly 
18% of the total national income. 

One very outstanding feature in recent years has been the 
growing share of the country’s income required by the State and 
local authorities. _ Almost one-quarter of the national income is 
levied during the year in the form of rates and taxes. 
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These Changing Words 
By J. A. L. Gunn. 


I have read with great interest the work of Mr. A. A. Fitz- 
gerald and other authorities relating to the standardising of 
accounting terminology. This standardisation is one of the in- 
escapable needs of all scientific professions. The words used by 
them require a single, precise and fixed meaning, so that con- 
fusion and dishonesty may be avoided. 

It is sad to note that practically the only deliberate word makers 
to-day are the scientists. As Mr. Logan Pearsall Smith points 
out in The English Language, the popular interest in the dis- 
coveries and inventions of scientists tends to give great currency 
to their new word formations. As, moreover, in this age of news- 
papers we make the acquaintance of our new words by reading, 
and not as, of old, through speech, these new formations do not 
undergo the processes of transformation and assimilation by 
which words were naturalised in the past, but keep their clear-cut 
and alien forms, and so tend to produce a learned scientific jargon, 
which is not, as of old, gradually translated into English by popu- 
lar speech, but tends, on the contrary, to extend itself over our old 
English, and cripple or destroy the methods and machinery of the 
ancient language. Science is, in many ways, the natural enemy 
of language, which, whether literary or colloquial, demands a rich 
store of living and vivid words—words that are thought-pictures 
and appeal to the senses, and also embody our feelings about the 
objects they describe. Science cares nothing about emotion or 
vivid presentation; she rightly prefers dry and abstract terms 
deprived of all life and personality. 

For emotion and vivid presentation we must turn to the poets 
and the vituperators. Even the vituperators, with the notable 
exception of politicians, are becoming a dying race. For word 
building, in its true sense, belongs to an earlier stage of language 
where the object was to appeal to the imagination and feelings 
rather than to the intellect, and therefore some of the most vivid 
of English words, particularly compounds, are to be found in 
words of abuse and contempt, like lickspittle, skinflint, swillpot, 
spitfire. Nevertheless, there are occasional additions and varia- 
tions, and for these we are mainly indebted to our more primitive 
American cousins. The term “yesman,” invented for the assist- 
ants of Mr. de Mille, in turn has yielded to the milder “redappler” 
derived from the boy who brings gifts to his schoolmaster. There 
is a strong movement in intellectual American circles to elevate 
a “pansy” into a “carnation.” So these ever-changing epithets 
reflect the problems of their age and the attitude of men towards 
them. 

Snobbery is a potent factor in effecting changes in names, par- 
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ticularly of vocations. Every money lender is now a “financier.” 
Many land agents are “realtors.” A conjurer is an “escapo- 
logist” or an “illusionist,” a butcher is a “lamb purveyor,” an 
undertaker is a “mortician,” and a nail-cutter is a “manicurist,” 
a person who conducts a beauty parlour a “beautician.” Every 
corn-cutter is now a “chiropodist.” A bookmaker is a “turf com- 
missioner” ; practically all book-keepers are “accountants.” Super- 
accountants may become “arithmologists.” Another class of 
scientist has stolen the title “numerologist.” A few of the trades 
and professions are lagging in this respect, and the following sug- 
gestions are made:—A baker should become a farinologist, a 
milkman a lattologist, a preacher earning over £1,000 a year a 
psycheomotrist. A politician might suitably change to an an- 
aniasist, a motion picture actor to a casanovist. A fruitshop 
keeper will surely become a fructologist. He is already a fruiterer. 
Why not a “fruiter’? The additional “er” seems to be re- 
dundant. A shoemaker to a scarpinist; he is already a shoe 
specialist. 

The human mind, half-consciously aware of infinite shades of 
thought and feeling, chooses, with admirable discrimination, differ- 
ing forms to express its meaning, and uses them for its delicate 
purposes. To take a simple example of these distinctions in the 
use of words, we all speak of riding in an omnibus, a tramcar, or 
a farmer’s cart, in which we may be given a lift on the road, but 
of driving in a cab or carriage which we own or hire. Thus an 
American gangster appropriately speaks of taking his victim for a 
ride, and in the polite society of that country thanks is expressed 
for a buggy ride. On the other hand, the King drives to his 
coronation, and in the immortal ballad of Ivan Skvinsky Skvar, 
“Tzar Petrovitch, too, drove up in his new crested car,” at least, 
he should have done. 

During some convalescent moments spent with Webster I made 
some jottings of changes which have occurred in a few old words. 

Silly: With its Anglo-Saxon parent, saelig, originally meant 
happy, good, fortunate, blessed. By Chaucer it was interpreted 
as harmless, innocent, inoffensive, and it was used in this way 
by Spenser. “The silly virgin strove him to withstand.” Spenser 
also used it in another sense, that of weak, or frail. “My silly 
bark was tossed sore.” By Shakespeare it had come to mean 
rustic, plain, simple, humble: “A fourth man, in a silly habit.” I 
believe that Milton also meant this when in his “Hymn on the 
Morning of Christ’s Nativity” he wrote: “The shepherds on the 
lawn, or ere the point of dawn, sat simply chatting in a rustic 
row. Full little thought they then, that the mighty Pan was 
kindly come to live with them below. Perhaps their loves, or 
else their sheep, was all that did thir silly thoughts so busy keep.” 
By the nineteenth century it had already degenerated into the 
antonym of “wise,” for the term “Silly Billy” was invented for 
William IV. Its miserable fate is now sealed, for it is used to 
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describe certain dangerous positions in a game played by 
flannelled fools. 

Merry in medieval times meant no more than “agreeable, pleas- 
ing.” Heaven and Jerusalem were described by old poets as 
“merry places,” and the word had originally no more than this 
significance in the traditional designation “Merry England,” into 
which we are inclined to read the modern interpretation. So the 
Psalmist spoke of “The merry harp.” Spenser used it to describe 
a favourable wind: “Merry wind and weather.” It had grown 
into its modern meaning by the time Charles II was mildly de- 
scribed as “the merry monarch.” Merry has been given a curi- 
ously psychological derivation, for it is traced, with its related 
noun, mirth, to a word meaning “short,” and is supposed to 
designate “that which shortens time, or cheers.” And compare 
its relation, the Latin “Murcus,” a coward, who cut off his thumb 
to escape military service! 

Prevent: This word, being derived from “prae, before,” and 
“venire, to come,” once meant to come or go before, to precede, 
to anticipate, or to guide, and thus we find it in the Bible—“We 
which are alive and remain unto the coming of the Lord shall 
not prevent them which are asleep.” I. Thess. 4: 15. And Prior 
says, “Then had I come, preventing Sheba’s queen.” Hundreds 
of English boys still lustily respond to the prayer for their school- 
masters as follows :—“Prevent them, O Lord, in all their doings 
and further them with Thy continual help.” 

Diaper was originally a rich and costly textile fabric, but after 
the early Renaissance it denoted a fabric of linen, cotton or the 
like, usually white and having a simple pattern of the same name. 
The verb “to diaper” lilies on damask appears in Chaucer. 
Tennyson revives it in “Engarlanded and diapered with inwrought 
flowers.” It came to be used to describe a towel or napkin. 
Shakespeare says: “Let one attend him with a silver basin. . . 
Another bear the ewer, the third a diaper.” Sometimes even now 
it is used to describe fine table linen, but almost universally to- 
day its meaning is restricted to an infant’s breechcloth. 

Fear had the objective sense of a sudden or terrible event till 
after the Norman Conquest. The use of the word as the object 
of, or ground for, alarm is to be found in Psalm 53: 5: “There 
were they in great fear, where no fear was.” Even now it persists 
in the phrase, “no fear” as meaning “I shall not fail, no fear.” 

Care: This word has many meanings, but one of its older ones 
is now rarely used, viz.: the person who is the object of care, as 
Spenser meant when he wrote “Right sorrowfully mourning her 
bereaved cares.” I have an aunt who, when she enquires after 
my family, sweetly says, “And how is your care?” Saxons and 
other foreigners might also note that in Scotland “Care Sunday” 
is the fifth Sunday in Lent. Care had an alliterative companion 
in “cark,” alas, now gone. “Nor can a man independently of 
God’s blessing care and cark himself one penny richer.” Would 
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that this were true! On more certain grounds rests the Scottish 
poet: “But share the big world’s cark and care ’ll quieten doon 
their glee.” 

Balderdash: This word was originally used to describe a worth- 
less mixture, especially of liquors. Taylor says “Indeed beer, by 
a mixture of wine, hath lost both name and nature, and is called 
balderdash.”’ 

Know all men by these presents that I hereby re-establish the 
word to describe the divers and sundry drinks heretofore known 
as “cocktails.” A dispenser of these vile concoctions is to be 
known as a “balderdam” or “‘baldersire,’”’ whilst the verb “to 
balderdish” is to be used to describe the act of mixing them. My 
authority for the verb, subject to the slight and appropriate 
change, is to be found in the following passage from Smollett :— 
“The wine merchants of Nice brew and balderdash, and even 
mix it with pigeon’s dung and quicklime.” 


This Business Letter Business 
By V.L.s. 


Most of us have pleasant memories of that exciting experience 
of our childhood, the Punch and Judy Show. The stark melo- 
drama of a rebellious Punch committing noisy homicide by a 
robust whacking of the entire cast from babies to beadles, led to 
the final strangling, by a subtle trick, of the executioner deputed 
to inflict the extreme and well-earned penalty. With what peals 
of juvenile laughter we greeted this pretty sequence of murder 
and mutiny; jaunty insults hurled at dignified authority and then 
—the final whack with a close-hugged stave. Perhaps amongst 
us here and there lurked some introspective lad who treated the 
show seriously. Perhaps, who knows, some of our contemporary 
murderers and racketeers were inspired with the ideas which 
moulded their subsequent careers. We hate to suggest such 
things, but one can well imagine a humourless dictator banning 
the itinerant Punch and Judy Show as a menace to national morals 
and an incitement to wholesale murder by persons without autho- 
rity. Most of us just laughed; we still laugh. 

Mr. A. P. Herbert, Punch incarnate, has contributed much to 
the gaiety of nations with his trenchant and witty attacks on 
established conventions. Much of his criticism has been con- 
structive and always it has been imbued with a facile element of 
Shavian slapstick, to entertain while it provoked. Sometimes we 
concede his point, sometimes we respond more effectively by be- 
coming aroused to a point of outraged objection. Always, we 
have laughed. Punch exploding the harmony of the domestic 
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hearth, Punch insulting the bewigged Justice on the Bench, Punch 
battering the helmets of the police. Great fun! 

And now we find a worthy contributor to this staid professional 
publication being inspired by a delightful satire on literary ver- 
nacular to a solemn and stinging attack on the conventional busi- 
ness letter. Mr. A. P. Herbert, quite innocently, started it. Mr. 
J. A. L. Gunn takes it up seriously and proceeds to classify the 
do’s and don’ts of commercial correspondence; Mr. A. Clunies 
Ross carries on with a militaristically addressed endorsement of 
the Gunn theory. All very efficient, snappy, Twentieth Century— 
Yes, sir. (Or should we just say “Yes” ?) 

Mr. Gunn’s prescription for the letter heading, the placing of 
name and address and date, is usually included in elementary type- 
writing instruction in modern business colleges. The young 
typist eventually adapts her theory to the requirements of the 
office in which she is engaged, as business men resent regimenta- 
tion of these forms even as they value the right to choose their 
own hats. The only practical point entitled to govern the plac- 
ing of name, address and date is the method employed for the 
filing of the duplicate. If, for any reason, it is advantageous to 
fasten these at the top, then the best place for the name, address 
and date is at the bottom. Not so outrageous—what about that 
invitation to Mrs. Whosit’s party, which you answered so tact- 
fully? 

As to “Esq.,” give the public what it wants. In my youth a 
very dignified employer once instructed me that “Esq.” was to be 
used only in connection with gentlemen “who did not work for a 
living.” If we accept this definition one can predict a much 
wider use for the term. Mr. Gunn’s codification of greetings, 
margins, signatures and punctuation provide an interesting and 
informative manual for the secretary or typist, but when he bor- 
rows the club of Mr. Punch to have a tilt at the conventions I 
must join issue. The test of all language value is convenience, 
combined, of course, with brevity and common acceptance. Why, 
then, should I say “20 August, 1938” instead of “20th prox.” 
which is shorter, more convenient, and saves the reader from hav- 
ing to think what year this is. I am not interested in the deriva- 
tion of the Inst., Ult., and Prox. family. They are usable 
currency, and convey a definite meaning quickly and easily. Ad- 
mittedly they have little poetic value, but neither have the words: 
Cheque, receipt, tax, dividend. (Oh, to be in England, now that 
tax is payable!) Punch did not really and truly strangle the 
hangman—but let us proceed. UJt. and Prox. may not be Eng- 
lish; neither are plus, minus, hotel, champagne. Snobbish, yes. 
they may be snob words but all technical jargon is snobbish, if 
by that expression we signify words or contractions having a plain 
meaning to an educated group, which are obscure to the un- 
initiated, e.g., ledger, invoice, cadenza, L.B.W., gin and two. 

Now as to “Replying to your favour,” “Acknowledging your 
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letter,” etc., why attack harmless conventions which even in their 
most meaningless examples do at least convey a formal courtesy 
and round off the offensive brusqueness of -the military despatch ? 
Eliminate these things from business correspondence and we in- 
vite the destruction of much conversational courtesy. Under cold 
analysis what is more idiotic than the current social vernacular? 
Let us interpret by the method employed by Mr. Gunn— 


You say: You mean: 
How do you do? Hullo. 
Pass the salt, if you please. Pass the salt. 
Excuse me. Look out for yourself. 
Good-bye. I am going (or You can go). 
I beg your pardon. Why don’t you look where you 
are going? 


The popular phrase will not stand this frigid examination, its 
value is like the economic value of jewellery, of scrolls on a 
facade, of the frame round a picture, collars, ties and the buttons 
on your coat-sleeve—conventional adornment of mundane nor- 
mality. You receive a letter which contains information but does 
not call for any reply. You should certainly tell the writer that 
you received his communication (this saves epeating the word 
“letter”), and the contents were interesting. Compare the cour- 
teous “We acknowledge with thanks your letter of the Ist inst., 
the contents of which have been duly noted” with “We have re- 
ceived your letter of July 1 and have filed it for reference.” The 
former phrasing may be a product of the “Excuse me” school, but 
it is easy, and pleasant, and respectful. A world traveller tells me 
that there are still places where office boys lift their caps occasion- 
ally and address their superiors as “Sir”—it is all quite ridiculous. 

One thing that seems to have escaped consideration is the fact 
that many business houses are writing hundreds of letters daily, 
repeating the same trite facts to hundreds of different people. 
Most of the addressees are not known personally—they may be 
gay or glum, short or flash, crude or genteel, old or young, and 
appreciative or otherwise of life’s little courtesies. A terse and 
direct style may please one or offend another. The correspondent 
has not the available time to compose a literary gem to meet each 
case, so he carefully wraps his facts in the tinsel and tissue of 
“Business English,” and writes the same letter to old Mr. Bodkin 
as to young Mr. Pinhead. The facts arrive properly clothed, and 
no one can be offended, because the tissue and tinsel is meaning- 
less and acceptable. 

When men foregather on formal occasions they clothe them- 
selves in stiff, uncomfortable shirts with high embarrassing and 
useless collars, they wear backless waistcoats with no other raison 
d’etre (pardon, use) than to conceal where the aforesaid shirt 
descends into an expanse of funereal trousers. They finish off 
this clown-like outfit with a short coat having buttons both sides, 
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an absence of buttonholes and long wagless tails for deadening 
the sound of slammed car doors. Thus do we dress formally. 
Why? So that none shall offend by clothing which is distasteful 
to another. So that we might recapture some of the traditional 
gallantry associated with the uniform. By all means, let us have 
some fun occasionally by pulling the clothes out of grandpa’s 
wardrobe, or jerking playfully on the old fellow’s beard; but do 
not let us plug him with a bullet yet awhile, there’s still a lot of 
avork to be done around the house. 
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